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BRITISH FOREIGN INVESTMENTS IN 1928 


In 1929 I published the results of my first inquiry into the 
amount of British capital invested overseas and the volume of 
annual repayments to this country. 

At the time it was emphasised that the results were in the 
nature of pioneer attempts, subject to revision with the invention 
of better methods of pursuing the inquiry in future years. During 
the past year I have been endeavouring to obtain more accurate 
results and to perfect the machinery of the inquiry. 


Scope OF THE INQUIRY 


In the course of this work certain difficulties have become 
evident with the closer examination and more detailed knowledge 
now available of the subject. In view of this, it has been thought 
best to publish only those results where a fair degree of accuracy 
by statistical measurement has been ensured, leaving other parts 
of the problem subject to a degree of estimate to be dealt with 
subsequently, if the efforts which I am still making to find better 
methods of measurement are successful. 

For these reasons it is not possible to indicate any broad 
changes which have taken place in the nature of our investments 
overseas since the first investigation, but this should be possible 
in future years as the methods of inquiry are put on a comparable 
basis. 

The figures which I have examined relate to capital invested 
in those overseas loans to Foreign and Dominion Governments, 
States and Municipalities which are included in the Stock Exchange 
Official Intelligence and service of which is in any degree effected 
in London. Results relating to other forms of overseas invest- 
ments and domestic and overseas capital repayment have been 
omitted from my inquiry because— 
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1. In the case of figures relating to redeemable capital in- 
vested at home it has not been possible to separate 
satisfactorily inter-company holdings. 

2. Figures relating to the investment of British capital in 
companies registered abroad cannot accurately be deter- 
mined. Apart from this difficulty there is also the 
further problem of taking account of the considerable 
investment by our nationals in companies operating 


abroad not mentioned in the Stock Exchange Official 


Intelligence and in foreign bonds and stocks not quoted 
here. For example, although it is seldom the practice 
of residents of the United States to subscribe to the 
sterling portion of a loan issued both in London and New 
York, on the other hand, British nationals frequently 
subscribe for or purchase large quantities of the dollar 
portion of such an issue. There is also a large and in- 
creasing investment by our nationals in United States 
securities issued and quoted only in New York. This 
investment has been greatly stimulated by the activities 
of the agencies of United States banks and of bondselling 
houses in London, which have largely increased in 
number during recent years. 

3. Statistics relating to capital invested in British companies 
registered at home but operating abroad have this year 
been the subject of a separate inquiry by the Economist, 
of which I received notice. I have in consequence 
taken their results this year, instead of carrying out a 
separate investigation on this part of the problem, which 
would have meant duplication of inquiries from company 
secretaries. 


I should like at this point to acknowledge the courtesy of 
the Economist in this respect, and also to express my appreciation 
of the generous manner in which some sixty banks have again 
placed material at my disposal for the inquiry. 

In addition to the difficulty mentioned above of ascertaining 
the considerable British holding of dollar bonds, any attempt at 
an estimate of the net income and net capital investment of the 
United Kingdom from foreign loans or from British companies 
operating abroad encounters the further and _ increasingly 
important problem of taking account of the acquisition by Ameri- 
can finance and other companies of substantial or controlling 
interests in British companies operating at home or abroad. The 
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growing encroachment of American interests in British industry, 
commerce and finance is giving rise to a problem which needs the 
more to be stressed since there is this prevailing ignorance of the 
dimensions it has reached. 

For example, according to Standard Statistics Service, the 
General Electric Co. of New York acquired in 1928 a substantial 
interest in the Associated Electrical Industries, a British com- 
pany, which in its turn controls the British Thomson Houston Co., 
Metropolitan Vickers Electrical Products, Edison Swan Electric 
Co. and Ferguson Pailin Ltd. These companies form the largest 
combination for the manufacture and distribution of electrical 
equipment in Great Britain. 

Another typical example is found in the activities of the 
International Telegraph and Telephone Co. In addition to its 
control of various British companies operating in South America, 
such as the Chile Telephone Co., the Montevideo Co. and the United 
River Plate Co., it also owns factories in England, and acquired 
in 1928 controlling interests in Creed & Co. Ltd.> Croydon, 
manufacturers and world-wide distributors of telegraph equipment. 

Again, during 1928 and 1929 the Electric Bond and Share 
Co. of America, through its subsidiary the American and Foreign 
Power Co., not only acquired the Mexican and Chile interests of 
the Whitehall Electric Investments Ltd. and the Argentine 
interests of the Atlas Light and Power Co., but also obtained a 
50 per cent. interest in Tata and Sons Ltd., a company controlling 
the electric power supply in Bombay. In addition, it was largely 
responsible for the formation early this year of the European 
Electric Corporation Ltd., the main purpose of which is the 
control of important sources of power supply throughout Europe. 

These examples should serve not only to illustrate the difficul- 
ties in the way of an accurate estimate of net British income and 
capital investment, but also to emphasise the growing American 
influence in public utility companies throughout the world. 
This influence is serious from the point of view of our overseas 
trade, since the change from British to American ownership must 
obviously lead in many cases to changes in the source of supply of 
equipment and credit, etc., with a consequent loss to our trade, 
shipping and finance. The possibility of an unchecked develop- 
ment of this tendency, unless counteracted by reinvestment of 
the monies received in similar British enterprises abroad, con- 
stitutes a grave menace to our economic prosperity, and justifies 
the need for drawing attention to the importance of maintaining 


our overseas investments. 
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Metuop or Inquiry 


The method used is as follows : 

The stocks that have been analysed are, as already mentioned, 
those classified in the Stock Exchange Official Intelligence under 
the titles of Dominion, Provincial and Colonial Government 
Securities; Dominion, Indian and Colonial Corporation Stocks; 
Foreign Corporation Stocks and Foreign Government Stocks. 

Figures relating to capital invested overseas on which neither 
interest nor sinking fund payments were made in 1928 have been 
excluded. 

The London banking agents of Foreign Governments, etc. 
were asked to give for this analysis : 


(1) The total sinking fund or redemption payment made in 
“the U.K. on each loan for the year 1928. 
(2) The total interest paid in the U.K. on each loan during 
1928. 
(3) The proportion of such interest paid tax free. 


Information supplied in answer to the last question gave the 
amounts of interest paid to persons resident in the United King- 
dom and to persons resident overseas, since interest is payable 
tax free to the latter class. The British and the foreign shares 
in the repayment of capital either by operation of sinking funds 
or at maturity were taken to be in the same proportion as the 
interest payments. 

It may be noted that this division does not give a strictly 
accurate apportionment as between British and foreign owners, 
' since the use of the method of division on the basis of tax-free 
or tax-deducted interest means that foreigners resident here (and 
in consequence subject to income tax here) are included among 
the tax-deducted section, while British nationals resident overseas 
(and exempt from income tax here) are included among the tax- 
free section. Throughout the remainder of the article the term 
“ British ’’ must be read in this connection. 

Where loans were originally issued entirely here and interest 
and redemptions take place in this country alone, no difficulty 
in compiling results of our overseas investments and repayments 
of capital from them occurs. But difficulties become apparent 
in more complex cases. Among these may be mentioned the 
case where the loan was originally issued in more than one centre 
and interest and/or repayment takes place at the option of the 
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holder in any of these centres. In such cases the method 
applied this year to determine the British holding has been to 
take interest paid in London, tax deducted, and from this figure 
to calculate the British holding. The British and foreign shares 
of the redemption made in London were again taken to be in the 
same proportion as the interest payments made in London. 

This method appears to be the only one available, although 
it is open to some errors on special occasions. For example, 
during the three months October, November, December 1928, 
the sterling-dollar exchange stood below $4-85. Holders of 
many foreign stocks having the option of payment in New York 
or in London at fixed rates of exchange consequently secured a 
more profitable payment of their coupons at New York during 
this period, so that in such circumstances the interest paid in 
London tax deducted was not representative of the total interest 
due on holdings of persons resident in the United Kingdom. 

In addition, payments made in London include payments 
on the foreign portions of many international issues, the coupons 
of which are payable here if desired by their holder. This fact 
in part accounts for the high percentage, shown later, of tax-free 
interest payments on foreign Government stocks. A further 
factor in this connection is that in some cases foreign Governments, 
although unable, under the terms of their loan contracts, to 
redeem by drawing a portion of their borrowings at present are 
known to be buying up for their own account portions of the 
issue. 

For these reasons the figures of British-owned capital and 
repayments are conservative estimates. A method of overcoming 
these difficulties in the investigation has been devised, and if it 
can be perfected it is hoped to use it in the next investigation. 

The results I have obtained are summarised in the following 
tables : 


I 


Proportion in 1928 of Interest paid in London tax free and tax 
deducted on certain classes of Investments. 


Tax free Tax de- 
Nature of Investments. ducted, %. 
Dominion and Provincial Government Securities . 
Dominion, Indian and Colonial 8°9 91-1 
Foreign Corporation Stocks 23°7 763 
Foreign Government Stocks 54:8 
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TABLE II in 
Amount of Capital invested Overseas owned by residents in the . 
United Kingdom on December 31, 1928, and the Repayments 
made thereon during 1928. 9 
(£000’s.) P 
Amount of 
repayment b 
Nature of Investments. pnt Sinking Fund i 
and at 
Maturity. 
Dominion, Provincial and Colonial Govern- = 
ment Securities 944,497 4,410 
Dominion, Indian and Colonial Corporation 
Stocks . 91,453 860 
Foreign Corporation Stocks . 40,491 2,029 = 
Foreign Government Stocks . 324,008 8,277 D 
1,400,449 15,576 
F 
The figures of repayment exclude all amounts repaid out of 
refunding operations conducted in this country. "= 
The results shown in Table II may be amplified by analysing 
the nature of the amount repaid in 1928. This is done in Table w 
III below : se 
TaBLe III 
se 
Analysis of Repayments during 1928 to persons resident in the é 
United Kingdom of Capital invested Overseas. t] 
(£000’s.) ir 
Sinki Rate of 
Mat Optional Repay- 
Nature of Investments. | Redemp- ment by re 
ities tion Repay- | ‘sinking 
ments. Fund. 
Dominion and Provincial Gov- le 
ernment 525 —_—. 3,885 0°41 
Dominion, Indian and Colonial 
Corporation Stocks . 308 552 0:60 h 
Foreign Corporation Stocks . —_ 1,438 591 1°43 
Foreign Government Stocks . 8,277 2°55 
i 
833 | 1,438 | 13,305 ie 
Pp 
r 
These tables, as mentioned earlier, do not include capital h 
: where the service is in default, but include the amount of loans a 
issued in 1928. 
The figures of overseas capital investment in these tables ce 
include our investments in Indian Government Stocks, whereas il 
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in the Stock Exchange Official Intelligence these are grouped 
under the title of “ British Funds.” 

The income received in the United Kingdom during 1928 is 
shown by the following table. This income includes interest 
payments made on loans issued in 1928. 


TABLE IV 


Income received in the United Kingdom during 1928 from Capital 
invested Overseas 


(£000’s.) 
Tax 
Nature of Investments. deducted. Tax free. 

Dominion, Provincial and Colonial Government 
Securities 39,770 4,315 
Dominion, Indian and Colonial Corporation Stocks 4,050 392 
Foreign Corporation Stocks 2,028 630 
F reign Government Stocks 16,048 13,193 
61,896 ~18,530 


Table II brings out clearly the large proportion of this Govern- 
ment class of our investments in the British Colonies and Over- 
seas possessions. Of a total amount of investment outstanding 
of £1,400,449,000, as much as £1,035,950,000 is in Colonial 
securities, or 74 per cent. The effect of the Colonial Stock Act 
of 1900 is thus very evident, and the figures are interesting in 
the light of present discussions on the direction of our overseas 
investments. 

The extent of repayment indicated at £15,576,000 compares 
with figures for 1926 and 1927 of £13,953,000 and £24,198,000 
respectively. The large amount during 1927 was due to heavy 
maturity payments in the Colonial Government group—a factor 
largely absent in 1928, as indicated in Table II. 

Table IV must, of course, be read in conjunction with what 
has already been said regarding the constitution of the tax-free 
payments made, but even making allowance for those factors 
it emphasises the fact that foreign nationals do own a considerable 
portion of loans to foreign countries originally issued here. In 
respect of Colonial loans (where the foreign portion would be mainly 
held by Colonials) the proportion is not so high. One factor 
accounting for this difference is probably that Colonial loans on 
the whole have not been outstanding so long as loans to foreign 
Governments. Moreover, foreign nationals have a greater 
incentive to purchase their Government stocks than Colonials 
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have to purchase Colonial securities, since the Colonial Stock 
Act has the effect of reducing the yield on Colonial securities, 
while no such factor is present in the case of foreign Government 
bonds. 

The rate of interest on the nominal value of our overseas 
investments in the groups analysed is approximately 4-4 per cent. 

It is interesting to analyse as far as possible the geographical 
distribution of our overseas investments in the groups taken. 
The following table does this. 


TABLE V 


Table showing the nominal value of Overseas Investments in the 
groups analysed, by persons resident in the United Kingdom, 
in the countries indicated, and the Income derived therefrom 
during the year 1928. 


(£000’s.) 
Area of Investment. Capital. Income. 
Europe . : 5 ‘ 113,000 6,050 
America (excluding Canada) . 149,000 7,014 
Asia (excluding India) . 93,000 4,677 
Australia and New Zealand 521,000 23,744 
Canada . : ; : 102,000 3,872 
Africa (including Egypt) . 163,000 6,811 
1,400,000 61,896 


N.B.—Egyptian Income and Capital of £335,000 and £9,000,000 respectively 
included in Table IV under Foreign Government and Corporation Stocks. 


It will be seen that the amount of British capital to which 
this year I have confined my examination, namely, the bonds and 
stocks of foreign and Colonial Governments and Municipalities, 
is £1,400 million. The figure obtained by the Economist for the 
amount of loan and share capital invested in British companies 
operating abroad but registered here is £1,053 million, making a 
total of £2,453 million for these two classes of investment. It 
must be remembered that this figure, for which a degree of 
accuracy may be claimed, covers only a part of the field of British 
overseas investment. It excludes from consideration : 


(1) The large amount of capital invested by residents here 
in companies both registered and operating abroad, 
whether included in the Stock Exchange Official 
Intelligence or not. 

(2) The sums, which I think are fairly considerable, invested 
privately either in loans to Governments, etc. entirely 
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dealt with abroad (e.g. investments in recent American 
foreign loans), or in private companies and ventures 
whose seat of operation is abroad. 


No accurate estimate of these items has been possible, so that, 
as I have already indicated, they have been omitted pending the 
possibility of accurate methods of measurement being discovered. 
Nevertheless, from comparison with my previous experimental 
but wider investigation, and with the results obtained by the 
Inland Revenue authorities from their estimates of our overseas 
capital investment, I consider that the figure of £4,000 million for 
our total overseas investments is a first approximation to the 
facts. 

In regard to repayment of investments, the sum repaid by 
sinking or maturity repayments and by redemption of capital 
in 1928 in the categories covered by my investigation and that of 
the Economist amounted to £22 million. To this, again, would 
fall to be added the amount due from investments of the type I 
have indicated as not included. : . 

In 1928 the total of new issues, according to the figures of 
the Midland Bank, was £143 million, which excludes all refunding 
issues. Against this the present investigation shows that we had 
automatically available for new issues at least £22 million received 
from abroad. We therefore invested in new money abroad a 
sum in the neighbourhood of £121 million, compared with an 
amount in 1913 of £253 million at 1928 values. Of course such 
a comparison takes no account of home savings, but it is safe to 
say that these also are probably smaller, and that in total therefore 
we are saving much less than before the war on this basis of 


estimate. 


I wish to express my regret to readers that the information . 
contained in this article does not cover the whole field of our 
overseas investments. For the reasons given, however, the 
difficulties are very apparent and will take time to overcome. I 
am hopeful of devising methods of doing this in certain cases, and 
if these are perfectible I hope shortly to undertake a much wider 
investigation of the problem, the results of which I shall hurry 


forward as much as possible. 
R. M. KinDERSLEY 
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THE FATE OF THE NEW ECONOMIC POLICY OF THE 
SOVIET UNION 


TuE fate of the New Economic Policy is being determined by 
the latest developments in the Soviet Union. It remains a 
question, however, whether the recent changes in policy mean the 
indefinite extension of Nep or whether its death-blow has only 
been postponed. It is difficult to answer this question at the 
present time, for much depends upon the success of the spring 
sowing campaign, and still more upon the harvest which is finally 
reaped. 

During the fall of 1929 and the winter following, it seemed 
inevitable that Nep would come to an early end. The grain 
collection programme had béen completed within the period set, 
and somewhat more than the planned amount of grain had been 
collected. This had been possible only by means of an extremely 
rigorous policy which recalled the policy of requisitioning during 
the period of military Communism. Any surplus above a minimum 
which was authoritatively determined had to be turned over to 
state collection agencies at a fixed price. Yet even if force had 
been required to collect the planned amount of grain, the fact 
remained that it had actually been collected, and the critics of the 
governmental policy were partially silenced. The Right had 
warned the dominant wing of the Party that only a policy of con- 
ciliation toward the kulaki and middle peasants would succeed in 
realising the necessary grain. They had proclaimed that force 
could not possibly overcome the passive resistance of the kulaki 
and other peasants, who had been charged with holding their grain 
off the market. The success of the grain collections had shown, 
nevertheless, that the kulaki and other peasants must yield in the 
face of force without stint. 

The success of the grain collections had an unexpected reper- 
cussion upon the policy of collectivisation of agriculture. On the 


1 The material upon which this article is based was obtained while the writer 
was a Fellow of the Social Science Research Council of the United States. It is 
intended at a later time to present a more complete analysis of the events which 
are sketched here. 
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one hand, it had shown the possibilities which lay in the use of 
relentless pressure. On the other hand, the requisitioning of the 
surplus grain at a nominal price had convinced the peasant that 
there was no future for the individual peasant in raising grain for 
the market. The result was that the collectivisation movement 
spread like a prairie fire. All the forces of the Party, the Soviet 
apparatus, the trade unions and the co-operatives were placed 
behind the policy of the earliest possible socialisation of the land. 
The programme of the Five Year Plan was completely surpassed 
and was cast aside. It was announced that the most important 
grain-producing regions of the Union were, in many cases, to be 
completely collectivised by the spring of 1930. The steppe 
country of the Ukraine and the whole Northern Caucasus were to 
be collectivised within this period. Such a rate of progress had 
been beyond men’s wildest dreams only a year earlier. Even 
during military Communism the socialisation of the land had 
proved impossible of attainment. Stalin had proudly character- 
ised the present period not as one of State capitalism, but as a 
period in which a truly Socialistic order was being constructed. 
Events seemed to be bearing him out. Never had the prospects 
of the establishment of a thoroughly Communistic economy and 
social order seemed so bright. 

The kulaki, or so-called rich peasants, kept up a bitter fight 
against the collectivisation of the land and the means of pro- 
duction, and fought the Soviet power in every possible way. 
Cattle, sheep and hogs were slaughtered in order to avoid turning 
them over to the kolkhoz. The kulaki succeeded in getting many 
other peasants to do likewise, since the carcasses could be sold or 
eaten, and the peasant was individually so much the better off than 
if he had turned them over to the kolkhoz. The kulaki not only 
killed their cattle, but even killed their horses also, rather than 
permit them to be taken by the collective farm. It had been 
intended to operate the collective farms principally by tractor 
power, but the greatly increased tempo of collectivisation made it 
inevitable that there would be a deficit in the number of tractors 
available. The programme of importation of tractors was 
speeded up and the building of tractor factories was hurried as 
much as possible. But the valuta balance made it impossible to 
import nearly enough tractors, and the factories could not possibly 
get into production early enough to affect the results of the spring 
sowing. In view of these circumstances the mass killing of horses 
was a serious menace to Soviet agriculture. The killing of cattle 
threatened the meat supply for the coming year. Stalin struck 
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back at the kulaki by announcing the policy of the “ liquidation of 
the kulaki as a class.” + 

The policy of the extermination of the kulaki was perhaps 
the most significant declaration of policy since the introduction of 
the New Economic Policy. For the first time since the days of 
the Revolution and the civil war, mass confiscation of property 
occurred. The land, horses, seed grain, cattle, poultry, houses 
and furniture of the kulaki were confiscated. In the regions which 
had been declared districts of complete collectivisation the dis- 
possessed kulaki were driven from the district in which they had 
been living. The confiscated property was sold and the proceeds 
used to pay the entrance fee for the poorer peasants who were 
entering the collectives. It was thought that this policy would 
strengthen the class war in the village and still further separate 
the kulaki from the bedniki, or poor peasants who were thus 
benefited. 

At the same time as when he had announced the policy of the 
liquidation of the kulaki, Stalin also declared that when Nep had 
served its purpose it would be “thrown to the devil.” 2 He 
emphasised the fact that Nep had always been intended merely 
as a temporary retreat, and that this retreat was to be used as a 
period of recuperation during which all forces were to be gathered 
together for the re-establishment of a truly Socialistic order. This 
declaration was everywhere hailed as the signal for the complete 
destruction of Nep. The Moscow Committee of the Party 
declared for the liquidation of the Nepmen along with the kulaki. 
The shops of the Nepmen were closed all over Moscow. By the 
end of February it was said that not one private clothing shop 
remained open in all Moscow. Restaurants, hardware shops and 
practically all private enterprises were closed. Food markets, 
operated by private merchants were also closed, although they had 
not completely disappeared by the time the change of policy 
occurred. 

The peasants who had always been accustomed to sell their 
products on the streets or from door to door almost disappeared. 
Those who were caught selling their produce in the streets were 
admonished and sometimes fined. In some instances peasant 
women who brought milk to the city for sale had their milk con- 
fiscated when they attempted to bring it into the city. If they 
insisted on selling their produce privately they were liable to be 


1 K voprosam agrarnoi politiki v C.C.C.R. Speech by Stalin at a conference 
of agrarian Marxists, December 27, 1929. 
2 K voprosam agrarnoi politiki v C. C. C. R., op. cit. 
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considered as kulaki in their own villages. The streets presented 
a strange appearance to one who had become accustomed to 
throngs of peasant pedlars. For the first time since the intro- 
duction of the rationing of food the population became almost 
wholly dependent upon the supply of food obtainable on their 
ration cards at the governmental and co-operative shops. The 
plight of those people who were deprived of electoral rights, and 
consequently of the right to have ration cards, was difficult indeed. 

People began to say that the days of military Communism had 
returned. Indeed, the likeness to the period of war-time Com- 
munism was striking. Food was strictly rationed. Many other 
commodities could be obtained only by means of membership in 
the consumers’ co-operative societies. Workers’ brigades scoured 
the country to aid in dispossessing the kulaki, and actively searched 
the cities for Nepmen who might owe the Government taxes. 
The success of the military expedition in Manchuria had aroused 
the military fervour of the country. The Soviet Press carried 
front-page stories of the imminent danger of war with the capital- 
istic Powers. The Association for Aviation and Chemical War- 
fare appealed for new members in the face of the threat of war. 
The truculent tone of the Commissariat of Foreign Affairs in its 
answer to the notes of the Powers who had intervened in support 
of the Pact of Paris increased the warlike atmosphere. The action 
of the French court in freeing the persons accused of forging 
Soviet bills of exchange and of the German court in freeing those 
accused of counterfeiting Soviet money was accepted as evidence 
of the hostility of the capitalistic governments to the Soviets. 
The furore created by the disappearance of Kutepov and the 
agitation about religious persecution added fuel to the flames. 
During January and February of 1930 hardly anyone in the Soviet 
Union, native or foreigner, would have been surprised if war had 
blazed out along the Polish and Rumanian frontiers. 

In the midst of this war-time atmosphere the march of events 
was always in the direction of more thorough-going Communism. 
Not only did private trade virtually come to an end, but private 
medical clinics were forbidden, and the approaching end of all 
private practice in medicine was foreshadowed. In some cities, 
as, for example, in Ivanovo-Voznessensk, the trade unions passed 
resolutions against the continuance of private practice in medicine. 


1 See Pravda of January 24, 1930, for the resolution of the Commissariat of 
Health in regard to the liquidation of private clinics. Jzvestia of February 10 
contains a notice of the decision of a group of doctors to refrain from private 
practice. 
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The same thing was true of dentistry. Even privately operated 
barber shops were reconstituted as co-operative artels. 

During the latter part of December 1929 there had occurred 
the raids of the political police upon the offices of some of the 
foreign concessions. Other concessionaires were arrested for viola- 
tion of the labour code and were in some cases sentenced to a year 
of forced labour. In practice these sentences only meant that the 
persons convicted were fined a year’s salary, yet they indicated a 
new attitude towards concessionaires. The letter of the Chief 
Concessions Committee in answer to the telegraphic protest of the 
Lena Goldfields Company against the search carried on in their 
offices by the G.P.U. showed by its tone that the Soviet Govern- 
ment was determined to take a very strong line in dealing with the 
operators of concessions.! 

The principle of differentiation in wages and salaries according 
to the type of work done had been in harmony with the basic 
principles of Nep. Now there began a movement to destroy the 
differences in personal incomes which this principle had created. 
Workmen began to form communes in sections of factories and in 
entire factories in which all wages and salaries were pooled. In 
some cases they were then equally divided, regardless of the skill 
or qualifications of the workers composing the commune, and in 
other cases the needs of the members of the commune were met out 
of this common fund. This movement began to spread over the 
entire country. 

During the first two months of 1930 it seemed that complete 
Communism in its absolute sense was only a step away. One 
thing at least seemed certain. Those who had said that Nep was 
to be the permanent economic system of the Soviet Union had 
been proved wrong. If there had ever been any doubt as to whether 
the Communist Party considered Nep as their own system with 
which they were to be permanently content, this doubt was now 
resolved. The Nepman who perhaps had had visions of the 
development of a limited form of capitalism in which he could 
live the usual bourgeois existence was now disillusioned, for the 
whole race of Nepmen had been all but wiped out of existence. 

Then came the great halt in the march to complete Com- 
munism. In no other country could such a halt have been 
successfully made. Only the incredibly perfect discipline of the 
Party and its absolutely unchallenged control of the country 


1 The reply of the Chief Concessions Committee to the telegram of the Lena 
Goldfields Company appeared February 11. The telegram of the Lena Gold- 
fields Company had been sent January 13. 


te at 2k tee 


é 


1930] |§ NEW ECONOMIC POLICY OF THE SOVIET UNION 189 


made such action possible. As though at a word of command the 
Press changed its tone. All the forces of the Soviet and Party 
organisations were thrown behind the new policy. Even after 
the event it seemed still incredible that such a change of policy 
could have occurred in such a short space of time. It is true that 
there had been some signs and portents of the change. In his 
“ Answers to the Sverdlovists,”’ Stalin had indicated that he did 
not consider that the time was yet ripe to throw Nep entirely to 
the devil He declared that those comrades who had declared 
for the liquidation of the Nepmen were in error. He stated that 
the liquidation of the kulaki was to be carried into effect only as a 
part of the policy of complete collectivisation. In the face of 
this statement ? the Moscow Committee of the Party recognised 
its errors and withdrew its resolution. 

The article by Stalin entitled ‘‘ Dizziness from Success ”’ was 
of such a striking nature, however, that all handwriting on the 
wall had been too pale to prevent the shock of surprise when it 
appeared.* In this article Stalin called attention to the great 
success of the collectivisation movement. He stated that at that 
time 50 per cent. of all the peasant households of the Soviet Union 
had been collectivised. In the exhilaration occasioned by such a 
sweeping success many serious mistakes had been committed, 
however. Peasants had been dragooned into joining the kolkhoz. 
In some cases they had been threatened with the armed forces of 
the Soviet power if they did not join. In other instances peasants 
had been threatened with deprival of irrigation water for their 
farms if they did not enter the local kolkhoz. This forced col- 
lectivisation must cease, Stalin warned the members of the Party. 
The comrades who, drunken with success, had cried, “‘ We can do 
all things,”’ were in the wrong. 

Stalin particularly declaimed against the policy which had 
included the ceredniki or middle peasants in the process of liquida- 
tion. In many cases the property of ceredniki had been confiscated 
as well as that of the kulaki. Ceredniki who had refused to enter 
the kolkhoz had, in many cases, been deprived of electoral rights, 
with all that such deprival implied. In many cases collectivisa- 
tion had been purely administrative and the will of the peasants 
had hardly been considered. All this distortion of the ‘‘ General 
Line of the Party ’’ must come to an end. 


1 Voprosy Sverdlovtsev i otvet tov. Stalina. Za Industrializatsiiu, February 
11, 1930. 

2 Tzveshchenie ot MK i MKK VKP (b). Ekonomicheskaia Zhizn, February 14, 
1930. 

8 Golovokruzhenie ot uspekhov. Pravda, March 2, 1930. 
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Stalin called attention to the impropriety of trying to compel 
the peasants to create communes until they had had more ex- 
perience with collectivisation. In the communes, the houses, 
gardens, cows and even the poultry and food supplies had been 
socialised. It was essential that the land, the equipment, the 
horses and the cattle which were producing milk for the market 
should be collectivised. This degree of collectivisation was 
attainable in the artel, and this was to be the type of kolkhoz which 
should be encouraged and its growth stimulated rather than the 
commune. Collectivisation was of importance mainly in the great 
grain-producing regions, where large-scale methods of cultivation 
would yield the greatest advantages. Collectivisation was not to 
be pushed in the more backward regions such as Turkestan, nor 
in the dairy regions of northern Russia. 

This article of Stalin’s caused tremendous excitement through- 
out the country. In some villages the peasants declared that they 
regarded it as their ancestors had regarded the edict which freed 
the serfs. Cases were reported where as much as fifteen rubles was 
paid for a single copy of the newspapers which contained the 
article. In one case the peasants tore down the newspaper kiosk 
in their eagerness to get hold of copies of the article, which appeared 
in all the important newspapers. 

The article by Stalin was followed by a decision of the Central 
Committee of the Party which covered much the same ground, but 
which was more explicit and went further along the same line. 
According to the decision of the Party, entrance into the kolkhoz 
was to be purely voluntary. The treatment of ceredniki as 
kulaki was to cease at once. Peasants were to be allowed to sell 
their produce freely in the cities as before. This freedom of trade 
applied only to such things as eggs, poultry, fruit and vegetables, 
and was not to apply to the sale of grain. Closing of churches 
against the will of the people or the closing of churches under cover 
of petitions whose signatures had been obtained by force was 
to stop. 

The peasantry, and indeed the whole country, received these 
evidences of a change in policy with feelings which ranged from 
those of relief to sensations of the wildest delight. On the part of 
some of the most active workers in the Party who had been carry- 
ing out the ultra Left policy which they had considered truly 
orthodox, the feeling was one of almost hopeless confusion. 
Where was the Right, and where was the Left, and where could be 

1 O borbe c iskrivleniiami partlinii v kolkhoznom dvizhenti. Izvestia, March 15, 
1930. 
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found the real ‘‘ General Line of the Party ’’? were the questions 
which assailed them. Very quickly, however, the strength of the 
Party mobilised itself around the newly-defined “ General Line,” 
and all efforts were turned towards correcting errors and preparing 
for the sowing campaign which was so vital to the Soviet Union. 
In the meantime the question in the minds of all was, “‘ Has the 
Right won out?’ Some thought that now Rykov and Bucharin 
would return to power. Everyone wondered, too, whether Nep 
would be re-established. For some time the trend of events was 
confused. The peasant pedlars appeared again upon the streets 
as though by magic. The prices which they charged were, 
however, higher than before their disappearance. On the other 
hand, the shops of the Nepmen were, in most-cases, not reopened. 
Many of the Nepmen were in Siberia or the Northern concentration 
camps. Their stocks of goods had been confiscated. The Nep- 
man had received a mortal wound and the change in policy came 
too late to succour him. . 

The first tangible result of the article of- Stalin and the 
decision of the Central Committee of the Party was the mass 
exodus of the peasants from the kolkhoz. Exactly what per- 
centage of those who had previously joined the kolkhoz now left 
it, it is impossible to say. At one time it was claimed that 57 per 
cent. of all peasant households in the Union had been collectivised. 
In a second article entitled ‘“‘ Answers to the Comrades of the 
Kolkhoz,” Stalin suggested that the figure at which stabilisation 
for the year might be expected to take place would be about 
40 per cent. after allowance had been made for those peasants 
who had left the collective farms when they had been assured that 
membership was to be voluntary.! But the figure of 40 per cent. 
was for the grain-producing regions, where the percentage of 
collectivisation was much larger than for the country as a whole. 
In some cases, where 90 per cent. of a district had been collectivised, 
the percentage fell to five. In such cases, of course, the local 
kolkhoz had practically ceased to exist. A little after the 
appearance of Stalin’s second article, Pravda estimated that 
from 30 to 40 per cent. of all peasant households were then 
collectivised. 

Great efforts were made to induce the peasants to return to the 
collective farms. They were offered remission of certain unpaid 
fines and dues and were promised exemption from taxation for 
two years if they would rejoin their kolkhoz.2, Some of the 

1 Otvet tovarishcham kolkhoznikam. Pravda, April 3, 1930. 


2 O U'gotakh dlia kolkhozov. Pravda, April 3, 1930. 
No. 158.—vo.u. xu. 
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peasants were induced to return by these methods. However, the 
reports from the spring sowing by the individual peasants was so 
disquieting that it was found necessary to issue instructions for 
ameliorating the condition of the uncollectivised peasantry, so 
that one action tended to somewhat counteract the other.! 

By the latter part of April the trend of events began to be 
apparent. It is true that the Central Executive Committee of the 
Union issued several decrees which had for their purpose the 
remedy of the abuses which had grown up in connection with 
the wholesale deprival of electoral rights. Likewise every 
attempt was made to dispel any unfortunate impression which the 
recent policy towards foreign concessions might have created.? 
Nevertheless, it became evident that the great series of personal 
statements by Stalin and of decisions by the Central Committee 
of the Party and of the Central Executive Committee of the 
Union represented merely a pause rather than a deviation from 
the former line of action. Still less could these statements and 
decisions be considered a reversal of fundamental policy. The word 
was passed down through the Party ranks and published in the 
Press, that every care must be taken to prevent the Right from 
making capital out of the situation. Rumours that Stalin was 
to retire from his control of the destinies of the Party were proved 
to be false. Every day it became more evident that Stalin was in 
complete control of the situation within the Party and that he 
would be successful in enforcing his interpretation of the ‘“‘ General 
Line.” In answer to the question as to which was the more 
dangerous at the moment, the Right or the Left, Stalin replied 
that the Right was the more dangerous. He said that the errors 
which had been committed by the Left were dangerous mainly 
because of the possibility which was thus created for the Right to 
profit by these errors. Most significant of all, the policy of the 
liquidation of the kulaki was re-enunciated again and again. 
Stalin left no doubt in the mind of anyone that he believed in and 
was committed to the policy of collectivisation of agriculture. The 
individual peasant was not to be allowed to expect that the system 
of the individual holding and operation of the land would long 
continue. Distribution of a special credit fund of half a billion 
rubles to the collective farms was insisted upon. The tempo of 

1 Decree of Sovnarkom R.S.F.S.R. Izvestia, Aprill1l. Decree of Sounarkom 
C. C. C. P. and of T's. 1. K. Za Industrializatsiiu, April 13, 1930. 

2 For example, the statements of Mr. Julius Hammer of the liquidated Hammer 
Concession, and of some of the technical personnel of the liquidated Altman Con- 


cession. Za Industrializatsiiu, February 28, and /zvestia, March 1, 1930. 
3 Otvet tovarishcham kolkhoznikam. Pravda, April 3, 1930. 
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industrialisation was still further increased by the appropriation 
of still larger sums for capital investment in industry." 

At the present time the main features of Nep have already 
disappeared and the signs of any reappearance are very scarce 
indeed. In the normal course of events, private trade was being 
strangled by the competition of state and co-operative in- 
stitutions. The events of January and February of 1930 simply 
hastened the destruction of Nep. In the last analysis the future 
of Nep may depend upon the coming harvest. If the harvest 
should be a failure it is barely possible that Nep, or some policy 
similar to it, might be re-established. If the harvest is a mediocre 
one, the disappearance of Nep will be postponed for a little while. 
If the harvest is good, the last remnants of Nep will speedily 
disappear. Finally, it may be said that the determination of the 
Party to create a social and economic order which will be purely 
Socialistic and which will constitute an entirely different civilisa- 
tion from that of Capitalism can no longer be doubted. 

Catvin B. Hoover. 


1 The increase amounted to 339,000,000 rubles. This increase was provided 
for by a decree of Sovnarkom published in Pravda of April 3, 1930. 
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ON A CERTAIN AMBIGUITY IN THE CONCEPTION OF 
STATIONARY EQUILIBRIUM 


I 


THE idea of an equilibrium of forces is one which is common 
to many sciences, but there are few in which it plays a more 
important part than in theoretical economics. It has been 
implicit in our discussions since the time of the Physiocrats,! and 
as the methods of economics have become more and more self- 
conscious it has become, in one shape or other, one of the main 
instruments of theoretical analysis. We describe the various 
forces we have to study by reference to their place in our con- 
ception of equilibrium. We measure their variations by reference 
to equilibrating norms. It is not too much to say that in so far 
as we pretend to enunciate economic laws at all it is the assump- 
tion that, within some limits, an equilibrium of some sort is con- 
ceivable that is the justification of our procedure. 

Now, of course, many conceptions of equilibrium are possible, 
from the simple notion of a balance between the supply of and 
demand for one commodity to the sublime conceptions of the 
mathematical economists, in which all the quantities contem- 
plated move together in orderly change. But hitherto the 
dominating conception has been one midway between these 
extremes. We abstract from various causes of change, and con- 
ceive the remaining economic quantities as stationary, and inquire 
as to their mutual relations. Or, we ask what will be the relation 
of certain given quantities when certain tendencies to change 
have come to rest. The stationary state and static laws have 
been the main subject of investigation. 

Whatever the imperfections of this method, it cannot be 
denied that by its aid, in the past, much has been done which 
does, in some way or other, elucidate the working of economic 
forces. The man who holds that nothing has yet been accom- 
plished may deserve pity but certainly not respect. Nevertheless, 

1 See Schumpeter, Epochen der Methoden-und Dogmengeschichte, pp. 45-48, 
for a very interesting discussion of the Physiocratic contribution viewed in this 
aspect. 
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at the present day, it would be idle to pretend that, even within 
this limited sphere, entire finality has been reached. There are 
still important differences of opinion among economists, both as 
regards the form and the significance of static analysis. Some of 
these differences relate to matters of actual logic—it is probable 
that the dispute with regard to consumers’ surplus is a difference 
of this order. But some arise much more because of certain initial 
differences of assumption which are not always clearly realised. 
The logic is thought to be faulty because the premises are not 
clearly stated. It is the contention of this paper that the con- 
ception of stationary equilibrium, as used in modern “ literary 
economics,”’ itself involves an ambiguity as regards its ultimate 
assumptions. It is contended further that this ambiguity is 
responsible for some of the most important doctrinal confusions 
of the past, and that even at the present day it has led, in at 
least one instance, to analysis which is definitely erroneous. The 
nature of the ambiguity is simple. It can be stated in a couple 
of sentences. But its full significance cannot be grasped until we 
have traced its origin in the classical system and followed up some 
of the confusions which arise from its existence. An historical 
method of approach will therefore be utilised... The history, 
however, makes no pretension to exhaustiveness. It is used solely 
in order to elucidate positive analysis. 


II 


1. The idea of a stationary state is clearly implicit in the 
Tableau Economique of Quesnay and the Physiocrats.2 The 
underlying notion of that complicated arithmetical diagram 
is one of a state of affairs in the body economic in which 
production and consumption are in a condition of perfect 


1 The argument of this paper was first developed in lectures on the history 
of theory which I delivered at New College in the winter 1928-29. At that time 
I thought that the contrast which I drew between static states according to 
suppositions concerning the supply schedules of the factors of production, 
although, of course, obvious to anyone familiar with mathematical economics, 
had not been made by any “ literary economist.” Since then, however, I have 
discovered a footnote in Professor Knight’s Risk, Uncertainty and Profit (p. 143) 
in which this is done, and, as I had read that admirable work many times, I 
suppose I must have been unconsciously influenced by Professor Knight’s com- 
ment. Professor Knight’s note is, however, very brief, and I therefore venture 
to hope that my historical exegesis and contemporary applications may not be 
altogether otiose. 

2 On the significance of the Tabl Ec ique, see Oncken, Geschichte der 
Nationalékonomie (pp. 386-402); also Cannan, A Review of Economic Theory 
(pp. 25-34). 
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balance. Year in, year out the same processes recur, the same 
circulation of goods takes place through the same channels. But 
the use made of this conception is different from the use which 
has been most customary since that day. Modern economists 
use the stationary state to exhibit the nature of certain tendencies, 
to show under what conditions certain kinds of change may be 
expected to cease. Quesnay used it rather as a model of certain 
processes and a demonstration of the conditions under which these 
processes could be said to be functioning healthily. It is obvious 
from the variants of the table given by Mirabeau that its main 
use was conceived to be that of a formulation of the minimum 
conditions of civic well-being, rather than a hypothetical con- 
struction whereby purely causal phenomena could be studied. 
It was hoped that actual statistics would be collected of the 
quantities exhibited in the table; and then, by a comparison of 
their mutual relationships with the ideal relationships of the table, - 
a diagnosis could be made of the prosperity of the area of collection. 
It would therefore be unwise to attribute very great importance to 
the Physiocratic contribution to the analysis of equilibrium. 

2. So far as I am able to discover, the first use of the conception 
in its more familiar form, and the first mention of the actual term, 
the stationary state, occur in the course of the celebrated chapter 
on wages in the Wealth of Nations. 

Adam Smith, it will be remembered, commences his treat- 
ment of wages in an “ advanced society ” by laying down what 
may be called a buyer’s monopoly theory of subsistence wages. 
The unfortunate worker, who, in “ that original state of things 
which precedes both the appropriation of land and the accumula- 
tion of stock,” secured the whole produce of labour, now finds him- 
self compelled to bargain with the employers for a share of it. 
In the face of their tacit combination he is helpless. His wages, 
therefore, are forced down to subsistence level—a wage, that is to 
say, which will keep him alive and enable him to bring up a family 
of just such a size as, allowing for the average expectation of life 
among the children of the working classes, will keep the population 
constant. 

But, no sooner has Smith elaborated this theory, than he at 
once commences to replace it by another. His strong sense of 
reality compels him to admit that wages do not behave as such 
generalisations would lead one to suppose. (Ina buyer’s monopoly 
theory of subsistence wages there is, of course, no question of a 


1 Cannan’s Ed., Vol. I. pp. 66-88. 
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tendency which may be concealed by countervailing tendencies. 
So long as the monopoly is operative it can act at once.) He there- 
fore proceeds to elaborate a new theory, a theory in which, when 
subsistence wages emerge at all, their emergence is due as much to 
forces acting on the supply side as to buyers’ combinations on 
the side of demand. On the demand side, this theory anticipates 
the wage fund theory ; on the supply side, the population theory of 
the first edition of Malthus’ Essay on Population. And it is in 
the course of the development of this theory that the conception 
which is to be analysed in this paper first emerges. 

According to this new version of the theory of wages, the 
demand for labour is conceived to come from certain funds which 
in some somewhat mysterious fashion have been ‘‘ destined for the 
maintenance of labour.’”’ When these funds are increasing faster 
than the increase of labour, the tacit combination of masters 
breaks up. ‘‘ The scarcity of hands occasions a competition 
among masters, who bid against one another in order to get work- 
men, and thus voluntarily break through the natural combination 
of masters not to raise wages.” In these circumstances, wages 
rise above subsistence level. This, Smith thought, was what was 
happening in the England of his own day and also in North 
America. But if for any reason these funds cease to increase, if, 
to use the jargon of a later day, the wage-fund becomes stationary, 
then wages tend to fall. The wretched labourers multiply, and 
their share per head of this constant fund is reduced until it 
reaches that level which is sufficient to maintain the labourer 
and enable him to support a family of the size necessary to keep 
population constant. This, he thought, was what had happened 
in China, whose condition, he said, had “‘ long been stationary.” 
Finally, if the fund actually diminished, as, he thought, was 
happening in Bengal, then wages fall until “‘ want, famine and 
mortality” have so reduced the number of labourers as once 
more to make a subsistence wage possible. Wages therefore form, 
as it were, an index showing whether the state is advancing, . 
stationary or retrogressive. ‘“‘ It is in the progressive state, while 
the society is advancing to further acquisition, that the condition 
of the labouring poor seems to be the happiest and most com- 
fortable. It is hard in the stationary and miserable in the 
declining state. The progressive state is in reality the cheerful 
and the hearty state for all the different orders of the society. 
The stationary is dull; the declining melancholy.” 

3. This then is the stationary state as it first appears in 
economic theory. Population is constant, capital is constant, 
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wages are constant and profits are constant.1_ There is life, in that, 
year in year out, the same things are repeated. But the funda- 
mental conditions of economic activity remain unchanged. 

But why is it stationary ? 

We have to reconstruct the answer from different parts of 
Smith’s analysis. Population is stationary because the funds 
destined for the maintenance of labour have ceased to increase 
and wages are down to subsistence level. The funds destined for 
the maintenance of labour are stationary because the rate of profit 
has fallen so low that there is no further incentive to accumulate. 
How low this is, is difficult to say. Smith admits that the level 
will vary with the current risk of investment. In China he thinks, 
because of bad government, accumulation has ceased at 12 per 
cent. But no other possibility of variation is mentioned. There 
isno suggestion that there are different static rates in different states 
of society. Risk is the only cause of variation. Compensation for 
risk apart, the rate “‘ must always be something more than what 
is sufficient to compensate the occasional losses to which every 
employment of stock is exposed. . . . Were it not more, charity 
or friendship could be the only motive for lending.” 2 And it is 
suggested that where great risk is absent (as in Holland) the rate 
is so low that only the very wealthiest can live on interest. 

4. Superficially, the stationary state which we encounter in 
Ricardo is much the same sort of conception. Wages are at their 
“natural level,” dictated by the cost of producing labour. 
Population is constant. Capital is accumulated to such a point 
that, the rate of profit having fallen to the minimum necessary to 
induce accumulation, no further saving is being made. And 
Ricardo equally with Smith regards the prospect of arriving in 
this condition with feelings of considerable repugnance :—“ If 
we should attain the stationary state, from which I trust we are 
far distant.” ... 

But, in fact, if we are willing to dig a little beneath the surface, 
we find a considerable difference. The structure is more com- 
plicated, the possibilities of variation more numerous. In the 
Smithian conception, the rate of profit is the only supply price 


1 Presumably technical knowledge has ceased to grow. This, however, is 
an assumption which was not elucidated until much later. It is not until we 
came to Marshall and Clark that the technical presuppositions of Static analysis 
are thoroughly and clearly stated. 

2 Op. cit., pp. 97-98. 

3 See e.g. Works (Ed. McCulloch), pp. 59, 104, 120. There is an interesting 
passage in the Letters to Malthus, p. 188, in which the distinction between 
stationariness and stagnation is discussed. 
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which admits of any variation. And as we have seen, what 
variation there is here derives entirely from variations in the risk 
of investment. So far as wages are concerned the ultimate 
figure is more or less objectively determinate. It is a physiological 
subsistence level—the lowest wage which will keep the labourer 
alive and enable him to bring up a family. No doubt it will vary 
according to climate and the death-rate. But there is no sugges- 
tion that it may vary with varying psychological dispositions. 

But by the time Ricardo came to write his Principles, crudities 
of that sort were becoming a thing of the past so far as the inner 
circle of classical economists was concerned. The second edition 
of Malthus’ Essay on Population had made it plain that, if people 
wished, population could be kept within limits other than the 
limit of physiological subsistence. And the researches of Torrens 1 
had shown that in fact the ‘‘ conventional subsistence’ wage 
varied greatly from country to country. And therefore, although 
in one or two parts of his work there is a harking-back to the idea 
of physiological subsistence wages,” in the main chapter on wages, 
Ricardo makes it clear that for him the ‘“‘ natural wage ” is not 
so much a wage which enables the labourer to subsist and bring up 
the conventional family, as a wage which induces him to do so. 
It is not a physiological so much as a psychological variable. 
He is clear that it varies from place to place and from time to 
time. And he hopes that by wise legislation this natural supply 
price of labour shall be pushed continually upwards. “ The 
friends of humanity cannot but wish that in all countries the 
labouring classes should have a taste for comforts and enjoy- 
ments, and that they should be stimulated by all legal means in 
their exertion to procure them.” 3 

All this means, of course, that at least one of the supply prices, 
the supply price of labour, is now recognised to be dependent on 
states of mind. Whatever the rigidity of the ‘“‘ natural” rate of 
profit, it is clear that in the Ricardian conception stationariness is 
conceivable at various ‘“‘ natural’ levels of wages. There may be 
stationary equilibrium with a (relatively) large population and a 
low “ natural” rate of wages. Or if the friends of humanity 
have had their way, it is possible that there may be stationary 
equilibrium with a (relatively) small population, and a high 
“ natural” level of wages. It means, therefore—although Ricardo 
did not recognise this—that the stationary state is robbed of many 

1 Hesay on the External Corn Trade, p. 68. 


2 In the chapter on Gross and Net Revenue, for instance. 
3 Principles (MacCulloch’s Ed.), p, 55. 
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of its terrors. According to the Smithian conception, the 
stationary state must be “ dull ’—to put it mildly. But accord- 
ing to Ricardo, as J. 8. Mill pointed out in a celebrated passage, 
it need not be dull at all.1 It may all be very pleasant and 
cultivated. 

5. In Mill’s work we get still further refinements. With 
Smith and Ricardo, as we have seen, if we exclude variations 
due to variations of risk, the supply price of capital is treated as 
more or less invariable. Mill does not explicitly introduce any 
refinement of this conception when he is dealing specifically with 
the stationary state, but, in the chapter on the increase of capital, 
it is quite clear that he has learned from John Rea ? the notion 
of a natural rate of profit which varies according to what Fisher 
would call the prevalent conditions of time preference, and what 
Rea called the effective desire of accumulation. Hence there 
is now the possibility of an infinite diversity of stationary equi- 
libria with natural wages and profits at different levels. 

6. All these tendencies to improvement reach what for our 
purpose we may regard as a culminating point in the work of 
Marshall. As is well known, Marshall had a certain aversion to 
the concept. Partly, I think, because of his temperamental dis- 
like of all extreme abstractions, partly because of a not very clearly 
formulated distrust of certain apparently similar conceptions 
which were being elaborated on the other side of the Atlantic. 
‘**T cannot conceive,” he wrote to J. B. Clark, “‘ of a static state 
which resembles the real world closely enough to form a subject 
of profitable study. . . . I could no more write one book about 
the statical state and another about the dynamical state than I 
could write one book about a yacht moving three miles an hour 
through the water which was running against it and another 
about a yacht moving through still water at five miles an hour.” ® 
Instead he preferred the “less violent assumptions” of what 
he said was ‘“ not quite accurately called the statical method,” 
by which “ we fix our minds on some central point ; we suppose it 
for the time being to be reduced to a stationary state ; and we then 
study in relation to it the forces that affect the things by which 
it is surrounded and any tendency there may be to equilibrium 
of these forces.” 

1 Principles of Economics (Ashley’s Ed.), pp. 248-75. 

2 New Principles of Political Economy (1834). 3 Memorials, p. 415. 

‘ Principles 5th ed., p. 369. For an interesting discussion of the contrast 
between Marshall’s “‘ statical method ’’ and Clark’s ‘‘ static analysis’ see Opie, 


Die Lehre von Quasirent und die Marshalishen Lehrgebaude, Archiv fiir Sccial- 
wissenschaft, Bd. 60, pp. 251-79. I suspect Mr. Cpie of the cpiricn tkat tke 
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Nevertheless, from time to time a stationary state does make 
its appearance in the Principles. Itisemployed (very tentatively, 
it is true) to demonstrate the relationship (or perhaps the absence 
of a relationship) between real costs and expenses of production. 
It appears again in certain versions of the preliminary view of 
distribution, and I should be prepared to argue, in spite of Marshall 
himself, that it underlies much of what there is of validity in the 
results achieved by the “ statical method.”’ It is no doubt in one 
sense a much more attenuated instrument than the original 
conception. Smith thought the stationary state might actually 
arrive, that it had, in fact, appeared in China and other places. 
Marshall is quite clear that the stationary state is a fiction, an 
analytical instrument simply.? But the basic conception is there, 
and that, of course, in a form whose effectiveness is vastly 
enhanced by all Marshall’s own analytical improvements. There 
is no longer any doubt as to the variability of the various supply 
functions. There is no longer any question of causal pre-eminence 
for any one factor in the total equilibrium. It is the stationary 
state of the classics lifted on to a new plane of scientific precision. 


III 


1. Meanwhile, there was being developed, on the other side of 
the Atlantic, a method of analysis apparently similar to the one 
whose history we have been following, but, in fact, in important 


aversion from heroic abstraction was a virtue in Marshall in that it made his 
constructions more realistic. Personally I should be inclined to urge that in 
certain connections (Increasing Returns, e.g.) it was responsible for a good deal of 
theoretical confusion. This is not to say that Clark’s static state is superior to 
Marshall’s statical method, but rather that, as suggested above, the stationary 
state itself is superior to the more limited conceptions. 

1 To trace the shadowy appearances, disappearances and reappearances of 
this ‘‘ famous fiction ’’ in the various editions would demand a paper in itself, 
and I suspect it would be well worth doing. We shall never understand the real 
significance of the Marshallian system until a variorum edition of the Principles 
is published. The main sections in which it is used relate to the connection 
between real costs and expenses of production (e.g. 3rd ed., p. 425, and Appendix 
H, para. 4, 6th ed., p. 810), and to the conception of normal price and the 
Representative Firm (e.g. 6th ed., p. 366 seq.). It appears also in earlier editions 
of the Preliminary View of Distribution at the commencement of Book VI. 

Appendix H on the Limitations of the use of statical assumption in regard to 
increasing returns is very important as an indication of Marshall’s attitude with 
regard to equilibrium analysis in general, and shows clearly, I think, the nature 
of the step which has to be taken if the various disputes now current with regard 
to the laws of returns are ever to be satisfactorily settled. I hope to return to this 
in another paper. 

2 I am indebted to my friend, Mr. A. W. Stonier of Christ Church for some 
very valuable comments on this aspect of Marshall’s system. 
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respects substantially different. To these developments we must 
now turn. 

The innovation derives from Mill. We have seen already 
that in his chapter on the stationary state Mill uses a conception 
not radically dissimilar from that of his predecessors. So too in 
other passages. But there is one passage which bears a different 
interpretation. It occurs at the commencement of the section on 
the influence of Progress.1 Mill is reviewing the earlier sections 
on production, distribution and value, and making plans, as it 
were, for future developments. 

“‘ The three preceding parts,” he says, ‘“‘ include as detailed a 
view as our limits permit, of what, by a happy generalisation of a 
mathematical phrase, has been called the statics of the subject. 
We have surveyed the field of economic facts, and have examined 
how they stand related to one another as causes and effects: 
what circumstances determine the amount of production, of 
employment for labour, of capital and population: what laws 
regulate rent, profits and wages. . . . We have thus obtained a 
collective view of the economic phenomena of society, considered 
as existing simultaneously. We have ascertained, to a certain 
extent, the principles of their interdependence, and when the 
state of some of the elements is known, we should now be in a 
position to infer in a general way the contemporaneous state of 
most of the others. All this, however, has only put us in posses- 
sion of the . . . laws of a stationary and unchanging society. 
We have still to consider the economical condition of mankind as 
liable to change. . . . We have to consider what these changes 
are: what are their laws and what their ultimate tendencies; 
thereby adding a theory of motion to our theory of equilibrium 
. . . the dynamics of political economy to the statics.” 

Now it is probable that, in writing this passage, Mill had 
nothing more in mind than the existing notion of the stationary 
state, and the difference between the phenomena of such a state 
and the phenomena of a society which is still advancing. That 
at any rate is what seems to emerge from a study of the actual 
content of the subsequent chapters of the section. 

But it is clear that, taken apart from its general context, it is 
capable of another interpretation. Taken as it stands, it seems to 
say, ‘“‘ We have studied what happens when the factors of produc- 
tion are constant. Now we must proceed to ask what causes 
their numbers to change.” That at least is suggested by the 


1 Ashley’s Ed., p. 695. 
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passage, ‘“‘ we have still to consider the condition of mankind as 
liable to change . . . wehave to consider what these changes are 
and what are their laws.” In fact, as stated earlier in the passage, 
the laws of change in the numbers of the population and the 
quantity of accumulated capital were considered in the first part 
of the book. But it is easy to see how reading this passage, 
and being impressed perhaps by the verbal distinction, one might 
come to divide the statics and dynamics of the subject on this 
plan. The statics should deal with what happens when the factors 
are given. The dynamics, with the laws of change i in the quantity 
of the factors. 

' 2. Whether this interpretation of Mill’s influence be true or 
not, it was the plan actually followed by J. B. Clark in his cele- 
brated classification of static and dynamic phenomena in the 
opening chapters of The Distribution of Wealth. And it is usually 
held that, in the matter of terminology at least, Clark’s debt to 
Mill is obvious. 

Clark reaches his conception of what he calls a static state by 
abstracting the forces of social progress. “‘ In any given society,” 
he says,! ‘‘ five generic changes are going on, every one of which 
reacts on the structure of society by changing the arrangements 
of that group system which it is the work of catallactics to study. 


. Population is increasing. 

Capital is increasing. 

Methods of production are improving. 

The forms of industrial establishments are changing. 
The wants of consumers are multiplying.” 


These influences he thinks are to be called dynamic. A world 
from which they were absent would be a static state. 

To study this state, therefore, we must consider changes of 
this sort absent. ‘‘ We must in imagination sweep remorselessly 
from the field the whole set of influences that we have called 
dynamic. We shall... stop .. . every one of the five organic 
changes that are actually moving and relocating the economic 
agents. . . . Population and capital are treated as neither 
increasing nor diminishing . . . inventions are not made, and 
processes of production do not 

3. Now at first sight a static state of this sort would appear 
to be exactly similar to the stationary state we find in the classics 
and in Marshall. And there can be no doubt that Clark thought 


1 Distribution of Wealth, p. 56. 2 Op. cit., p. 71 seq. 
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it to be similar. ‘‘ The term natural,’”’ he says,1 “‘ as used by 
classical economists in connection with standards of wages and 
interest, was unconsciously employed as an equivalent of the term 
static. ...” And again,? ‘‘ What the Ricardian theory uncon- 
sciously and imperfectly accomplished was the separation of static 
from dynamic forces. It was really studying a static world, but 
it studied that world with no complete idea of its nature. There 
was not in the mind of any of these early writers any connection 
of the two distinct sets of forces that are really acting together ; 
and there could therefore be no systematic plan for studying them 
separately. In reality their ‘ natural prices’ were static prices. 
They were those to which an actual market would conform if 
dynamic influences were wholly to cease. . . . Stop all increase 
of population and wealth . . . but let industry go on and perfect 
competition continue, and you bring the world into a state in 
which the standard theoretical prices will be the real ones.” 

But, plausible as this identification may appear at first sight, 
it is, I believe, completely mistaken. It is perfectly true that in 
both the Clarkian and the classical construction the quantities of 
the factors of production are constant. Bui—and this is the 
fundamental difference which it is desired here to exhibit—in the 
one, this constancy is the condition of equilibrium ; in the other, tt is 
simply one of the resultants of the equilibrating process. In the 
Clarkian state, population and capital are to be constant—they are 
not allowed to vary. In the classical constructions, population and 
capital are constant, but this is because, together with wages and 
interest, etc., they have reached a position of rest. You can no 
more say of such a construction that wages and interest are con- 
stant because population and capital are constant, than you can 
say that population and capital are constant because wages and 
interest are constant. All that you can say is that, owing to 
absence of change of consumers’ demand and knowledge of the 
technique of production on the one hand, or fundamental change 
in the human or material equipment of production on the other,* 
a position of rest has been reached. The Marshallian analogy of 
the balls in the bowl was designed expressly to elucidate this 
conception. 

1 Distribution of Wealth, p. vi. 2 Ibid., p. 69. 

* This rather awkward wording has been chosen in order to make it clear 
that anything like exhaustion of mineral resources must be excluded from the 
strict conception of stationary equilibrium. I am not sure that it is always fully 
realised that this is the case. A conception of equilibrium that is to be fully 


realistic must be a conception of moving equilibrium. But this does not make 
the remoter construction any less convenient as a first approximation. 
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There is one passage in the Distribution of Wealth in which 
Clark appears to contemplate this hypothesis. In this passage ! 
he allows that “‘ the fixed condition ”’ of capital, assumed in static 
analysis, ‘“ cannot exist . . . unless the motive for saving some- 
thing from incomes is not equal to the motive for spending it. 
In the static state there is no abstinence, or creation of new 
capital, because, with the capital now on hand, men would lose 
more by foregoing pleasure and making their fund larger than they 
would gain by doing so.” This passage is important. It shows 
that on essentials there is no difference of opinion as to facts— 
that is to say, tendencies operative in the real world—between the 
Clarkian and the neo-classical tradition. But it cannot be held to 
vitiate the interpretation which has just been given of the general 
Clarkian conception of static laws and static conditions. For in 
his very next sentence Clark goes on to say that ‘‘ the whole sub- 
ject of creating capital belongs to the dynamic division of the 
science of economics.” Now it should be abundantly clear that 
if as a matter of hypothesis you stop tendencies to change other 
than those assumed to be implicit in the form of the supply and 
demand functions, then capital creation and population may go on 
for some time before stationary conditions in the classical sense are 
ultimately attained. At any given time, if you stop the creation 
of capital and the increase of population (demand being assumed 
constant), then static equilibrium in the Clarkian sense is only so 
far distant as economic friction delays it. But if you merely stop 
ultimate changes of taste and technique, then, if the effective 
desire of accumulation is of a certain order, capital increase (to 
say nothing of the increase of population?) may go on for an 
almost infinitely long period. 

Moreover, the whole treatment of the rest of the book is at 
variance with this particular passage. Again and again we are 
told that we must stop in imagination the growth of population 
and the increase of capital if we are to be in a position to examine 
the working of static laws. But, of course, if you assume stationary 
conditions as Marshall and the classics assumed them, this degree 
of hypothetical violence is unnecessary. All that is necessary is 
that technique and demand of all kinds (including demand for 
income in terms of effort and abstinence) shall remain unchanged, 
and, if exhaustible natural resources are not employed, the 


1 Op. cit., p. 136. 

2 In the classical and Marshallian constructions there is supposed to be a 
functional connection between wages and the production of labourers. It is a 
matter for dispute how far such a supposition is justifiable. 
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stationariness desired will then arrive as part of the general 
equilibrium. This is perfectly clear from the Marshallian treat- 
ment. Itisnolessimplied by the constructions of his predecessors. 
It was the absence of improvements which characterised the 
stationary state of Ricardo.! 

Finally, in this connection, we may appeal to Clark’s own 
criterion of static conditions. ‘‘ The absence of any flow of labour 
or of capital from one group to another is the sure outward sign,” 
he says, ‘‘ of the static condition.” ? Is not this insistence on 
what may be called horizontal adjustment according to demand 
for different commodities, rather than on such adjustment com- 
bined with what may be called vertical adjustment according to 
demand for income from work and abstinence, proof sufficient 
of the contention here urged? It is impossible to conceive that 
one who held consistently the view that a stationary state of 
population was a result rather than a pre-established condition 
of the stationary equilibrium he was contemplating would have 
failed to mention it at this juncture. Of course it could be argued 
that stationariness at any one point implies stationariness at any 
other, so that stationariness between groups is as good an index of 
stationary equilibrium in its fullest sense as stationariness in the 
total quantities of factors of production and stationariness between 
groups. And up to a point that argument might be sustained. 
But it can scarcely be adduced in the interpretation of one who 
has insisted that, in order to study static conditions, we must 
keep constant the supply of factors, and watch the resulting 
equilibrium.’ 


IV 


1. If this analysis of the position be correct, then we must 
recognise not one general class of “ static states”? and “ static 
laws,” but two: the classical conception in which the condition 
of stationariness is the resultant of the balancing of forces tending 
to change, and the Clarkian in which the factors of production are 
stationary by hypothesis, and equilibrium is attained within these 


1 Mill in an incautious moment suggested that improvements might continue 
in a stationary state. ‘ Of course if stationary state is used to designate merely a 
community where population has ceased to grow, this is true. But if it is used 
in the technical sense we are discussing it is highly improbable. It would be an 
odd series of inventions which had no influence on the supply of savings. 

2 Op. cit., p. 400. 

% It could be argued further that unless the interpretation of Clark given 
above is correct, Clark’s static laws of wages, etc. are wrong. If supply is not 
fixed it is false to say that wages are determined by marginal productivity. 
But on all this see below. 
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conditions. Both rule out inventions and fundamental changes 
in nature and human beings. But the one admits the possibility 
of variations of labour and capital, the other excludes these by 
definition. In an ultimate classification of course the Clarkian 
conception can be regarded as a limiting case of the wider concept 
—the supply curves of capital and labour exhibiting absolute 
inelasticity. But it is clear that this is not how it is conceived 
by its inventor. 

Now in a matter of abstractions of this sort there is no ques- 
tion of rightness or wrongness. If Clark chooses to assume that 
labour and capital do not increase, and if he calls the description 
of what happens under such circumstances, static analysis, we 
cannot gainsay him. In judging such constructions we do not ask 
whether they are right or wrong—that is a question which is only 
relevant to the logic of the subsequent inferences: we ask only 
whether they are appropriate. 

In fact, of course, each construction is appropriate for particular 
stages of analysis. It is convenient for some purposes to suppose 
that the supplies of the ultimate factors are given. For other 
purposes it is more convenient to assume that they have a certain 
flexibility. If we wish to study the short period effects of a 
change in technique, e.g., the Clarkian hypothesis is sufficient. 
If we wish to take account of the subtler but more far-reaching 
effects over time, we do well to have recourse to the wider con- 
ception. The modern economist with even the most fleeting 
acquaintance with the mathematical theory of equilibrium, will 
recognise in the two constructions we have been examining, not 
competing abstractions, but successive stages of exposition. 

None the less it is fundamentally important that they should 
be kept apart, that the difference should be clearly shown and its 
implications fully realised. We have seen already, in discussing 
the significance of the two hypotheses as regards the distance in 
time from the ultimate equilibrium of any given disequilibrium, 
how vast this difference may be. We see it still more vividly 
if we survey a few of the more prominent controversies of modern 
times in which the distinction has not been clearly recognised. 
It is arguable, I think, that most of the more respectable disputes 
of the past hundred years have arisen just because of a failure on 
the part of the disputants to define clearly their ultimate assump- 
tions with regard to the conditions of equilibrium. 

2. We may take as our first example the celebrated disputes 
of the ’nineties and the first ten years of this century concerning 
the ultimate nature of real costs. Are the forces limiting the 

No. 158.—voL. Xt. P 
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supply of particular commodities to be regarded as being of the 
same order as the forces limiting demand? Or are we to admit 
elements of real costs which are not of this nature? Are all costs 
ultimately resolvable into foregone products, or are labour-pain 
and abstinence to be regarded as ultimate? Here there was a 
battle of the giants: on the one side Marshall and Edgeworth, 
on the other the great Austrians, together with Wicksteed and some 
of the Americans.1 

Now I am far from arguing that there was nothing but mis- 
understanding in this controversy. No doubt it did bring to light 
fundamental difficulties in the old doctrine of real costs, and pave 
the way for the now almost universal recognition that even when 
disutilities are taken into account they are ultimately to be 
regarded as being the pull of foregone leisure or foregone present 
income—opportunity costs rather than disutilities in the sense of 
the old hedonistic calculus.2, But, surveyed from the calm distance 
of a quarter of a century, it is abundantly clear that the main 
difference of opinion arose not so much from a difference of opinion 
as to the totality of forces operative in the economic system, but 
from a failure on the part of the participants to perceive that each 
was adopting a different assumption with regard to the conditions 
of equilibrium. As we have seen, Marshall did not greatly favour 
the use of the Clarkian terminology, and the great Austrians Wieser 
and Bohm-Bawerk were writing before it had been made known 
by Schumpeter to continental circles. But close examination of 
their respective work reveals precisely the difference of assumption 
we have been examining. Marshall and Edgeworth were assum- 
ing the fluidity of supply of capital and labour which was charac- 
teristic of the classical conception of equilibrium. Béhm-Bawerk 
and Wieser were assuming the fixity of supply which is the 
assumption of the Clarkian statics. Granted this initial difference 
of assumption, the conclusions were bound to be different. If 


1 See, e.g., Edgeworth’s review of Béhm-Bawerk’s Positive Theory of Capital 
(Papers relating to Political Economy, III); Béhm-Bawerk, Der Letzte Masstab 
des Guterwertes, Gesammelte Schriften, pp. 404-70; D. I. Green, Pain Cost and 
Opportunity Cost (Q.J.E. Vol. VIII p. 218); Davenport, Value and Distribution ; 
Wicksteed, Commonsense of Political Economy, Chapter IX. 

2 Mr. Henderson’s Supply and Demand may be regarded as indicating the 
definite abandonment of the old absolute conception of real costs. Professor 
Pigou’s treatment of the Real Costs of War (Political Economy of War, Chapter 
IIT) also follows the Austrian conception. But Mr. Henderson does not show 
very clearly how, if the supply of capital and labour are to be taken as variable, 
the resistances are to be worked into the opportunity cost concept. This, I 
think, has been more satisfactorily worked out by Professor Knight. (Risk, 
Uncertainty and Profit, Chapter IIT.) 
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the supply of factors is fixed, “‘ disutility,’ whether conceived in 
the terms of old-fashioned hedonism or in the more modern sense 
of displaced resistances, is simply a matter of foregone products. 
If, however, flexible supplies are contemplated, clearly it has a 
wider significance. We tend to regard it as foregone leisure in 
the case of work, foregone income in the present in the case of 
the use of capital, whereas. Marshall and Edgeworth were still 
thinking in terms of something more absolute; but the contrast 
with the narrower hypothesis is the same. Eventually this came 
to light,! but not before much ink had been wasted. 

3. Secondly, we may take certain disputes concerning the 
theory of wages. Clark, as is well known, asserted that in a state 
of pure competition, wages are determined by final productivity. 
Others, recollecting the variability of labour supply, have insisted 
that, since until the form of the supply function is known one 
cannot tell what productivity is to be regarded as final, this cannot 
be admitted. Wages measure or express final_productivity, but 
the process of determination is multiple. Of course these objec- 
tions are fully justified in so far as the Clarkian theory pretends to 
be a complete explanation of wage determination. But in so far 
as Clark is merely asserting what would happen in his static state 
they miss the point. In the Clarkian state the supply of labour 
is given. There is no need to elaborate this point at length, as 
it is well known. Carver dealt with this limitation of the pro- 
ductivity theory at a very early stage,? and Mr. Dobb has a very 
elegant discussion of the same matter in his recent work on 
Wages.3 

4. Thirdly, we may take the age-long controversies concern- 
ing rent and cost. In what sense, if any, is it true to say that 
rent does not enter into cost of production? Here, too, we have 
a case in which much of the controversy of recent years is seen to 
depend on the last analysis upon differences of hypothetical con- 
struction rather than differences of actual logic.* 

If we are considering a state of equilibrium in which the total 
supplies of the factors of production are fixed by hypothesis— 

1 See Edgeworth, ‘“‘Béhm-Bawerk on the Ultimate Standard of Value” (Papers 
relating to Political Economy, III. pp. 59-64). 

2 Carver Distribution of Wealth, pp. 134-184. 

3 Dobb, Wages (Chapters IV and V). 

4 Of course this is not the whole story. It would be hard to contend that all 
who have supported the proposition have been alive to the consideration re- 
garding the reversibility of the rent analysis adduced by Clark and Wicksteed, 
or that all who have opposed it have understood the implications of the idea of 


the intensive margin. But we are dealing here with the differences of opinion 
of really capable economists ! 
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the Clarkian static state—then clearly rent has the same relation 
to price as any other income. It is true that if we go to the 
rentless margin we can say that rent does not “ enter into ”’ cost 
there. But it is equally true that if we go to the wageless margin 
we can say that wages do not “enter into” cost there. But 
this is a mere tautology, and, of course, proves nothing. In the 
conditions here contemplated, costs are obviously the outlays 
which have to be made in order to secure the use of the factors 
of production for the production of this commodity rather than 
for the production of that. Neither from the point of view of the 
entrepreneur, nor from the point of view of society, is there any 
reason to regard payment for “‘ land,” in the Ricardian sense, as 
being on a footing different from the payment for other agents. 
And, so far as the point of view of the entrepreneur is con- 
cerned, this is still true when we turn to contemplate the 
phenomena of a stationary equilibrium, in which the supplies of 
the technically variable agents are free to vary—the stationary 
state of the classics. It was Marshall himself who insisted that 
“ land is but a particular form of capital from the point of view 
of the individual producer. The question whether a farmer has 
carried his cultivation of a particular piece of land as far as he 
profitably can, and whether he should try to force more from 
it or to take in another piece of land, is of the same kind as the 
question whether he should buy a new plough or try to get a 
little more work out of his present stock of ploughs... .”} 
But from the point of view of society there is this difference 
between the payments made for the use of Ricardian ‘“ land ” 
and agents in fixed supply in general, and payments for the use of 
factors in flexible supply, that we must assume that, if prices 
were different, the supplies of the flexible factors would be different ; 
but we need not make any such assumptions about the supply of 
the fixed factors. By definition their supply would be unaltered. 
It is still undesirable to say that rent does not form part of cost. 
But in the sense in which cost is to be interpreted as the price of 
keeping supply constant, there is significance of a sort in the 
Ricardian proposition that rent does not “ enter into ”’ this con- 
ception. ‘Rent in the Ricardian sense is still a transfer expense. 
Other costs are stationary supply prices. It was clearly recognition 
of this which led Marshall to remark that “ it is wisest not to say 
that rent does not enter into cost of production, for that will 
confuse many people. But it is wicked to say that rent does enter 
into cost of production, because that is sure to be applied in such 
1 Principles (8th ed.), p. 430. 
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a way as to lead to the denial of subtle truths which, in spite of 
their being subtle, are of the very highest importance scientifically, 
and also in relation to the practical well-being of the world.” ! 

It is improbable that at the present day there would be found 
many economists who would regard it as “‘ wicked’”’ to say that 
rent does enter into costs of production. But it is true that, if we 
are contemplating a stationary equilibrium of the kind conceived 
by the classics, the proposition that it does not, does imply, even 
if it does not state correctly, subtle truths which we should be 
ill advised to lose sight of. And it is significant that those who 
have urged most strongly for its retention have been those who 
have learnt their analysis from classical sources whereas those 
who have opposed it have been very largely under the influence 
of Clark. 

5. Finally, we may take a case of more recent interest—the 
dynamic theory of interest propounded by Professor Schumpeter. 
This is a theory which, in my view, is quite definitely-wrong. It 
cannot be salvaged by making its assumptions more explicit. 
Nevertheless, it seems possible that the ambiguity we have been 
examining may be responsible for what seems to be the flaw in 
Professor Schumpeter’s reasoning. 

The theory may be summarised in two propositions.2 The 
first is negative. Under static conditions, says Schumpeter, there 
can be no interest. All costs are to be imputed back to the two 
ultimate factors of production, Labour and Land. All incomes, 
therefore, are either wages or “rent.’”’ There is no third class 
of static incomes. It follows—and this is the second and positive 
proposition—that interest must be adynamic income. It emerges 
only when conditions are changing, and if change were to cease 
it would disappear. Clark urged that profit was essentially a 
dynamic surplus; Schumpeter goes one further and urges that 
the same is true of interest. 

Now, there are certain features of Schumpeter’s theory with 
which agreement is possible. We may agree, for instance, that in 
periods of change there are operative certain frictions which may 

1 Memorials, p. 436. 

2 It is naturally not possible to provide a complete account of Professor 
Schumpeter’s theory here. I hope to do this on some future occasion. This 
part of his work is not as well known as it should be to English readers, and 
although I believe his theory of interest to be wrong, it is wrong, I believe, in a 
way which has positive significance. Certainly no one can read either the Wesen 
und Hauptinhalt der Theoretische Nationalékonomie or the Theorie der Wirt- 
schaftliche Entwicklung without feeling that his outlook on certain parts of eco- 


nomic analysis can never be quite the same again. For a thorough exposition 
of the theory in question these two works must be consulted. 
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result in more saving being imposed on the community than would 
have been undertaken voluntarily if these frictions had not been 
operative. On this point Mr. Robertson’s analysis remorselessly 
drives home one of the main contentions of the Schumpeterian 
theory of development. We may admit, too, that in so far as 
interest is defined as the yield of new capital in the sense of net 
additions to the social stock, it is a phenomenon which will be 
absent from any conception of static conditions, for, by definition, 
capital is not increasing. 

But in so far as interest is conserved not as a payment for 
new accumulation, but as a net return (reinertrag) to produced 
means of production (produktzierte produktionsmitteln)—and, 
in spite of some ambiguities, this is, I think, the interpretation 
which Schumpeter would have us put on the negative part of his 
theory—the theory does not seem to be acceptable. So long 
as we assume private property and exchange it is difficult to 
conceive a static state in which there exists produced means of 
production which earn no net income. Why should labour and 
the use of material factors be devoted to the maintenance of the 
produced means of production if no net remuneration is forth- 
coming? It is when we encounter a theory of this sort that we 
realise the unassailable core of truth underlying the old abstinence 
theory. 

But why should Schumpeter have propounded such a theory ? 

Partly, no doubt, because of a sense of the practical import- 
ance of elements of transitory gain in the determination of actual 
rates of interest. This I should be inclined to say is the element 
of truth in the background. But partly, I think, because of a 
curious misunderstanding of the Clarkian analysis and a reliance 
upon the Clarkian construction in a way which prevents recognition 
of the existence of “‘ static tendencies’ in the wider sense of 
this term. Schumpeter’s debt to Clark in this matter is obvious. 
He adopts the terminology. He bases his initial discussion of 
development on Clark’s five-fold classification. And if this 
diagnosis is correct, in the last analysis, it is the rigidity of the 
supply of capital in the Clarkian construction which blinds him 
to the nature of the forces making for the emergence of interest 
under conditions which are not dynamic. 

We can see this quite clearly if we look closely at his argument 
in the first chapter of the Zntwicklung. There is no abstinence in 
the static state, he argues, following a passage of Clark’s which 
we have already examined.! And, as we have seen, if abstinence 

1 Entwicklung, p. 48. 
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is to be regarded merely as that degree of refraining from present 
consumption which gives rise to net addition to the supply of 
capital, we can agree with him. But. if abstinence is to be 
regarded, not only as a refusal to consume in the present in 
order that the sources of future income may be enlarged, but 
also as a refusal to enhance one’s consumption now in order 
that the income of the future may not be depleted, then it 
seems to me that he is at fault and the Clarkian terminology 
is misleading. But Schumpeter has foreseen some such 
objection as this, and he proceeds to argue that under static 
conditions there is no reason to alter the distribution of one’s 
income through time. Given constant needs, he argues, as 
others have argued before him,? the maximum satisfaction 
will be attained by a constant flow through time. Under such 
conditions, to encroach upon capital, now, to enhance the income 
of the present at the expense of the income of the future, would 
be folly. The gain now does not counterbalance the loss then. 
The argument is valid, but it does not prove that interest is 
absent when conditions are not changing. On the contrary, it 
is the most important part of the case for the view that there 
must be interest in such circumstances. For if there were no yield 
to the use of capital (no reinertrag) there would be no reason to refrain 
from consuming it. If produced means of production are not 
productive of a net product, why devote resources to maintain- 
ing them when these resources might be devoted to providing 
present enjoyment? One would not have one’s cake rather than 
eat it, if there were no gain to be derived from having it. It is, 
in short, an interest rate, which, other things being given, keeps 
the stationary state stationary—the rate at which it does not pay 
to turn income into capital or capital into income. If interest 
were to disappear the stationary state would cease to be stationary. 
Schumpeter can argue that no accumulation will be made once 
stationary equilibrium has been attained. Buthe is not entitled 
to argue that there will be no decumulation unless he admits the 
existence of interest. 

What has happened, I think, is this. Schumpeter has based 
his static analysis upon Clarkian constructions in which the supply 
of capital is held rigid. Then when he comes to argue that there 
is no interest unless there is dynamic change, ignoring the fact 


1 Clark himself, of course, held a productivity theory of interest. We have 
seen that in this one passage he correctly formulates the conditions of stationary 
equilibrium in the wider sense. 

2 E.g. Landry, whose Intérét du Capital is in many ways the best treatment 
of this important subject. 
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that a wider conception of stationary equilibrium is possible, he is 
blind to the consideration that if things are free to move, station- 
ari>_ss depends inter alia upon tue interest payment being at a 
certain level. Such an interpretation may seem fantastic. Yet 
it is the only reason I am able to conceive for his apparent unaware- 
1. 38 of the significance of the possibility of decumulation.: It is 
ne accident, I suggest, that when he is discussing the distribution 
of income over time, he chooses a case where the possibility of 
decumulation in a straightforward way is absent—the income of 
a pensioner of the state ! 2 


1 There is one passage in the Entwicklung (p. 48) in which Schumpeter admits 
the possibility of abstinence in the sense of refraining from decumulation, but 
he brushes it aside as irrelevant to his construction: ‘‘ Von Abstinenzun sinne 
von Nichtkonsumption der Ertragsquellen kaun—nicht die Rede sein, weil es 
unter unsem Voranwetzungen andre Ertragsquellen als arbeit und Boden nicht 
qift.”" I confess I find this incomprehensible. Either there exist ‘‘ produced 
means of production,’”’ or there do not. If they exist, then, if they are to be 
maintained, other factors of production must provide for their maintenance, and 
decumulation will consist in using these factors for making provision for present 
enjoyment. Or they do not exist, in which case to deny the existence of a return 
to them is merely tautologous and proves nothing whatever. To state dog- 
matically that ‘‘ arbeit und Boden’”’ are the only ‘‘ Ertragsquellen ”’ in any static 
conditions is, of course, to beg the question completely. 

2 It might be argued—I do not think it would be argued thus by Schumpeter 
himself, but it might occur to readers unacquainted with his actual theorem— 
that all he is denying is the existence of interest in what have been here called 
Clarkian conditions. I do not think that this would save the theory (Professor 
Knight has shown that even under such conditions a rate of capitalisation is 
implicit: Risk, Uncertainty and Profit, pp. 129-140), but in any case the interpre- 
tation cannot be accepted. Schumpeter’s main contention is the positive one 
that interest is only conceivable under dynamic changing conditions. If the 
argument outlined above is correct, a rate of interest would exist if there were 
no change in the economic system but the factors were free to vary. Such astate 
of affairs, the stationary state of the classics, cannot by the wildest stretch of 
terminology be described as dynamic ! 

LIonEL RosBINs 


London School of Economics, 
April 1930. 


EDGEWORTH, MARSHALL, AND THE INDETERMINATE- 
NESS OF WAGES 


THE introduction of mathematical methods has been on the 
whole very beneficial to economic theory. Without their assist- 
ance the modern theory of value could never have been con- 
structed, and, in particular, those parts of it which deal with 
monopoly and imperfect competition must have remained in a 
nebulous state and could not even have attained that degree of 
lucidity which they possess at present. But with respect to the 
theory of wages, mathematics has spread almost.as much darkness 
as light. It has facilitated the construction of a theory of bi- 
lateral monopoly, so essential to an understanding of the economics 
of collective bargaining; but, on the other hand, it has wrapped 
the determination of wages under competition in a web of 
obscurity, by distracting attention from the significant factors in 
the problem, and concentrating on ultra-theoretical points of 
which the importance in actual practice is very questionable. 
What is worse, the mathematical theorists, after raising these 
special difficulties, have not completely cleared them up. They 
remain for the theory of wages a very disturbing skeleton; if 
the theory is to make any further progress, it seems highly 
desirable that they should be faced. 

By far the most important applications of mathematics to the 
theory of wages are those made by Edgeworth and Marshall. 
Edgeworth’s discussion (in Mathematical Psychics) is formally 
mathematical; Marshall’s (in the Principles) is presented in a 
non-mathematical form, but is mathematical in essence. Both 
writers conclude from their investigations (though for different 
reasons) that there is a degree of indeterminateness, or arbitrari- 
ness, about the fixing of wages—even when combination is 
absent. Such a contention is obviously important, since it seems 
to imply that (at any rate in the short period) wages might be 
different from what they are without any effect on the demand or 
supply of labour, and therefore without any derangement of the 
economic system. 

That combination normally introduces an element of in- 
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determinateness is a generally accepted conclusion; it is not 
questioned here. This discussion will therefore be confined to 
conditions where Trade Unionism and Employers’ Association 
are absent. 


I 


Edgeworth stated his theory in a form at once so mathe- 
matical and so utilitarian that it is no wonder if Mathematical 
Psychics has found fewer readers than it deserves. If the nature 
of its arguments is to be duly appreciated, a translation into 
less formidable language seems to be necessary before we can 
embark on criticism. 

A considerable part of the book is taken up with discussions 
of wages and labour, but it is quite clear that it was not written 
in order to examine these problems. It was written as a general 
defence of the mathematical method in economics, and defence 
is justified by demonstration. It naturally falls, therefore, into 
three parts: one containing the general defence, and the other 
two containing treatments of two selected economic problems 
by the mathematical method. One of these problems is that of 
value (economical calculus he calls it); the other is that of 
economic welfare (utilitarian calculus). 

Edgeworth’s investigations in the theory of value have 
naturally more interest to-day than his discussions of economic 
welfare—his wanderings in that twilight land where “each and 
all tend to maximum universal utility.”” The theory of value is 
treated by him in a thoroughly modern way, by studying the 
conditions under which a market arrives at equilibrium. On the 
whole, his theory of value stands; and if the applications to the 
theory of wages were valid then, they are valid now. But how 
far are they valid ? 

Edgeworth conceived the problem of value as being funda- 
mentally a problem of the determinateness of equilibrium. His 
answer to the question, ‘‘ How far is contract indeterminate ? ”’ 
is the key to this second part of the book. ‘“‘ The general answer 
is, (a) Contract without competition is indeterminate; (8) Con- 
tract with perfect competition is perfectly determinate; (y) Con- 
tract with more or less perfect competition is less or more indeter- 
minate.”’ The second part is, in fact, taken up with proving this 
proposition, and with defining the conditions necessary for perfect 
competition. 

But just what did Edgeworth mean by indeterminateness ? 
On this crucial point there has been a great deal of misunder- 
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standing. It was the centre of the great controversy with 
Marshall, or at any rate it appeared to be. And in other ways 
it has raised difficulties. Nevertheless, up to a point, the mean- 
ing is quite plain. Contract is indeterminate when the general 
conditions of free exchange—that each party is seeking to better 
himself by the bargain, and that the terms of the contract are 
agreed on by the free conseht of both parties—do not suffice to 
determine the terms of the contract and to ensure that one 
particular rate of exchange will inevitably be arrived at. 

Where competition is absent, this is clearly the normal case. 
If two isolated persons are considering the terms of a bargain to 
be arranged between them, there will generally be a wide variety 
of different terms, any one of which would be accepted by both 
parties in preference to foregoing the transaction altogether. 
But among these sets of terms, some will be unstable. If by 
some chance one of these unstable contracts is agreed on (for it 
could be agreed on, being by definition acceptable to both 
parties), it will nevertheless be to the interest of both parties to 
revise it. Suppose that our two persons are an employer and a 
workman agreeing on the terms of a day’s employment. Many 
different combinations of wages and hours would probably be 
agreeable to both parties if there seemed no alternative but a 
breakdown of the contract. But if the terms proposed involved 
long hours and high wages, it is obvious that a revision in the 
direction of shorter hours and lower wages might suit both the 
workman and the employer. Similarly, some combinations of 
short hours and low wages would be unstable. But although a 
considerable number of the agreements which appear possible 
at first sight thus prove unstable, we cannot be sure that any 
particular set of terms will be the inevitable outcome of the 
bargaining. If the employer bluffs successfully, he may induce 
the workman to come at low wages, and to work such long hours 
that it is not worth his while to offer to work longer as a means 
to make more. But if his bluff is less successful, hours may be 
shorter and wages higher, while both agreements give a stable 
equilibrium. The formal conditions of the market do not suffice 
to establish the terms; they are fixed by “ what has been called 
the Art of Bargaining—higgling dodges and designing obstinacy, 
and other incalculable and often disreputable accidents.” 4 

1 Mathematical Psychics, p. 46. It may be observed, as a deduction from 
this argument, that the possible terms of stable equilibrium can be arranged in 


an ordered sequence. As we proceed along this sequence, the terms become 
successively less favourable to the employer and more favourable to the work- 
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It has been necessary to repeat so much of the familiar theory 
of bilateral monopoly in order to elucidate the exact meaning 
given to “indeterminateness”’ by Edgeworth. But this is all 
fairly well accepted doctrine; its application to wage-theory is 
important in the highest degree. For we have only to substitute 
combinations for the isolated bargainers of the above example, 
and we have the germ of the modern theory of Collective Bar- 
gaining.! In this precise sense of Edgeworth’s, the bargain 
between Trade Union and Employers’ Association is indeter- 
minate; a number of different agreements are possible, each of 
which is stable and cannot be disturbed by the free action of both 
parties endeavouring to improve their positions. Only by means 
of threats and ‘“‘ bargaining technique ”’ can one party induce the 
other to agree to a settlement more favourable to it and less 
favourable to the other. Reasons can, of course be found even 
in this case, why a particular agreement was arrived at; but an 
additional set of data is required. From the standpoint of the 
forces which are sufficient to determine equilibrium in a com- 
petitive market, the bargain between two monopolists is inde- 
terminate. 

Edgeworth passes on from his discussion of bilateral monopoly 
to examine the problem of equilibrium under competition. Per- 
fect competition, he holds, in complete agreement with the 
common view, is perfectly determinate; but the conditions for 
perfect competition are more complex than is commonly supposed. 
If any of these conditions is not fulfilled, contract is not perfectly 
determinate, and there is a range (though often a very narrow 
range) of different values at any of which the market can reach 
equilibrium. 

The first of these necessary conditions is free communication 
throughout the market. Edgeworth states this condition, but 
he says very little about it, rather unfortunately. His reason for 
preferring special treatment of the other conditions was that they 
are “ peculiarly favourable to mathematical calculation.”” Doubt- 
less true—but it is an omission that must be remembered when 
applying Edgeworth’s conclusions to general theory. 

It is the other four conditions to which he draws special 


man; or vice versa, for the contrary direction. Therefore, so long as we are 
concerned with stable agreements, there is a definite relation between wages and 
hours in a free market. In Edgeworth’s terminology, every point of settlement 
must lie on the “‘ contract curve.” 

1 There are, of course, differences. Bargaining associations proceed by way 
of supply and demand curves, not by “ contract curves”’ (cf. Bowley, Mathe- 
matical Groundwork, p. 8). 
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attention; and indeed the discussion of them is one of the central 
parts of the whole book. They are: 


(1) The number of buyers and sellers must be indefinitely 
large. 

(2) Each individual must be free to contract with an 
indefinite number of others at the same time. It follows 
from this condition that the things exchanged must be 
divisible to an unlimited extent—a more familiar condition, 
but one which has not the same range of implication as 
Edgeworth’s. 

(3) There must be no combination, i.e. no individual 
need seek the consent of other individuals before entering 
into a contract, but seeks on his own to better himself. 

(4) There must be no association whereby groups of 
persons agree only to enter upon contracts simultaneously. 


The third and fourth of these conditions have been excluded 
from this discussion, but we are concerned with the first and 
second. The following is the argument by which Edgeworth 
shows that they are necessary for determinate equilibrium. 

He has disposed of the case of a simple monopolistic market, 
with one buyer and one seller, and he next proceeds to pass over 
from monopoly to competition by introducing more persons on 
to the market. The most instructive case is that in which there 
are two buyers and two sellers. Under these circumstances, 
how will equilibrium be determined ? 

In the first place, it is clear that there is sufficient competition 
to ensure that the same terms of exchange will obtain throughout 
the market.1 For if not, “It will usually be to the interest of 
the X of one couple and the Y of the other to rush together, 
leaving their partners in the lurch.” When the terms are not 
identical, equilibrium is unstable. But although the terms must 
be identical, they are not necessarily determinate. The range of 
possible settlements is narrower than in a pure monopolistic 
market, but it may be appreciable. 

Suppose that there are added to the single employer and 
single workman of our earlier example, another employer and 
another workman; or suppose that two such couples are brought 
into contact. Now, if, before communication was opened, the 
employers had had the better of the higgling and bargaining, and 

1 If the two employers or the two workmen differ in disposition or circum- 


stances, this requires a little modification. But competition will in any case 
prevent a wide divergence between the terms, 


n 

t 

r 

y 

d 

t 


220 THE ECONOMIC JOURNAL [JUNE 


wages were low, then the employers’ competition must force 
them up. But how can it do so? There is only one way. No 
advantage can be derived by any party from a simple change 
round, once uniformity of terms has been established. But if 
wages are very low, an employer may be able to benefit himself 
by taking on both workmen, and offering terms sufficiently superior 
to those offered by his competitor to attract the other’s workman 
away. That competitor, “left in the lurch,” will then bid up 
again in order to recover his unfaithful servant. And this pro- 
cess will go on until it ceases to be advantageous for either em- 
ployer to take on a second man at terms which the men would 
prefer to those ruling. The terms at which the employers cease 
to be willing to make such a change will fix the minimum wage 
at which equilibrium is finally possible in this market. 

If the wages ruling before communication was opened were 
very high, then under suitable technical conditions it may be 
advantageous for the employers to “share”? a workman. The 
other workman will therefore be left unemployed, and will reduce 
his terms sufficiently to persuade one employer to leave this 
uncomfortable position and re-employ him. This will give the 
maximum possible wage. The wage cannot be higher than its 
maximum, because at higher rates it would be advantageous for 
the employers to share a workman; it cannot be lower than the 
minimum, because at lower wages it would be advantageous for 
an employer to take on two. It should be clear that these limits 
are fixed by different causes, and that therefore there is no 
reason to suppose that they will normally be represented by the 
same rate. Normally, there will be a gap between them, over 
which the rate is still indeterminate. 

This argument has been presented in terms of labour con- 
tracts, because it is in labour contracts that we are particularly 
interested. But it will be observed that there is a certain awk- 
wardness in doing so. “Sharing”? a workman is an operation 
neither familiar nor usually convenient, and it is true that in 
applying the theory to labour contracts we introduce a com- 
plexity at this stage which would be absent if we were dealing 
with commodity markets. To them the theory applies with less 
qualification, and it was, of course, in terms of them that the 
theory was first thought out. But we shall return to this matter 
later. 

As the number of buyers and sellers is increased, the minimum 
rises and the maximum falls.1_ Thus, in the limit, the range of 

1 See Mathematical Psychics, pp. 37-8. 
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indeterminateness will tend to disappear, and we have a state of 
perfect competition with determinate equilibrium. In fact, of 
course, not many competitors will be required to make the 
indeterminateness negligible. 

The necessity of Edgeworth’s second condition has really been 
established simultaneously with the first. It will have been 
observed that the only way in which competition can change 
rates from one level to another (apart from equalising them) is 
by one buyer entering into contract with two sellers, or vice versa. 
If this is not possible, then competition is powerless to reduce 
indeterminateness. Edgeworth illustrates by imagining a market 
consisting of an equal number of employers and workmen, and 
working under the condition that no employer can take on more 
than one man, nor any man serve two employers. Then, he 
says, even if there should be a “sudden influx of wealth into 
the hands of the masters,” equilibrium would not be disturbed. 
For the employers would be unable to utilise their wealth in 
increasing their demand for labour. 

As a consideration of practical importance in the labour 
market, this second imperfection is easily disposed of. Edge- 
worth suggested that it might impede the bidding up of wages by 
employers in many cases of contract for personal service.” 
These are hard to find; it is not easy to think of a type of “ per- 
sonal service ’’ where an appreciable number of employers do not 
demand the services of more than one employee, nor of a case 
where a “sudden influx of wealth” would not increase the 
number of would-be employers on the market. But even if it 
could be found, the argument would still have no practical 
significance. For it is really only valid in the special case where 
the workmen offering their labour are ‘“‘ equal-natured.”? 1 Sup- 
pose this is not so; then, if the employers’ capacity to pay did 
increase, they would bid against each other, not to increase the 
number of their employees (for that is assumed impossible), but 
to improve the quality of their single attendant. Numbers of 
employers would seek to secure a servant who was more highly 
trained, or who possessed some other form of advantage. Previ- 
ously they could not afford the higher wages which these better 
men were naturally securing, but now they would bid for them, 
and try to attract them away from their employers. In this way 


there would be no obstacle to the bidding up of wages. 


1 Edgeworth does extend some of his theoretical analysis to the case of 
“ different natures.’’ But, as too often in Mathematical Psychics, in the practical 
illustration such circumstances are overlooked. 
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This kind of imperfection should theoretically be of greater 
significance in the opposite case. Edgeworth noticed this, and 
in an article in the Giornale degli Economisti (1891) 1 he observed 
that the fact that it is much easier for an employer to take on 
two workmen than for a workman to serve two employers “ con- 
stitutes a positive advantage to the workpeople in their dealings 
with entrepreneurs.”’ Fortunately he qualified this: ‘I do not 
regard these nice points as more than curiosa.’”’ For what does 
this argument mean in practice? If we are dealing with industrial 
production, many men being employed by each entrepreneur, 
the range of indeterminateness involved is only that between the 
marginal product of m men and” +1. This difference is usually 
regarded as the atom of economics, into whose recesses we need 
not pry. But even if the ratio of workmen to employers is small, 
and the differences do become significant, we can only regard as 
serious the possibility of the men getting an advantage within the 
limited range available if we suppose the employers to be “ equal- 
natured’ and equal-circumstanced. Otherwise, different em- 
ployers will be situated differently with respect to their demand 
for labour; some will be on the verge of increasing their demand, 
others on the verge of reducing it. Once we assume a fluid market 
(i.e. that changes do not in themselves involve costs and incon- 
veniences) we may be certain that a slight change in the situation 
of employers will inevitably have its reaction on the demand for 
labour. Even if it is insufficient to cause all employers to change 
their demand, it will influence some. Edgeworth’s second im- 
perfection naturally produces “curiosa”’; it is a problem of 
discontinuity, and the effects of discontinuity are usually reduced 
to vanishing point when we have individuals of varying capacities 
on the market.? 

To the first imperfection (limitation of numbers in the market) 
Edgeworth pays little attention. He tells us that it “‘ applies to 
Monopolies,” and leaves it at that. In fact, of course, there can 
be little doubt that it is very much more important than the 
second imperfection. 

This may perhaps suffice as an abridged statement of Edge- 
worth’s argument and criticism of its details. The more im- 
portant question of its relation to actual labour problems will be 
postponed until we have examined the rival theory of Marshall. 


1 Summarised in Papers, IT. 313. 

2 To complete this argument, the case of a class of labour where total numbers 
are very limited should formally be included. This is the case, of course, where 
the rule that ‘‘ no man can serve two masters ’’ most commonly breaks down. 
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II 


The passage in which Marshall suggests the existence of a 
range over which wages may be indeterminate is to be found at 
the end of his chapter on Market Price. ‘‘ When a workman is in 
fear of hunger, his need of money (its marginal utility to him) 
is very great; and if at starting he gets the worst of the bargain- 
ing, and is employed at low wages, it remains great, and he may 
go on selling his labour at alow rate. This is all the more probable 
because, while the advantage in bargaining is likely to be pretty 
well distributed between the two sides of a market for com- 
modities, it is more often on the side of the buyers than on that 
of the sellers in a market for labour.” 1 The opposition between 
this doctrine and Edgeworth’s is apparent; but so is its extreme 
convenience as a basis for the defence of Trade Unions. It is 
not surprising that it has raised considerable controversy, especially 
as consideration shows that Marshall’s meaning is extremely 
obscure. He himself declared that “‘ the practical importance of 
this consideration is not very great’; but others do not seem to 
have agreed with him. In order to appreciate his meaning, and 
evaluate its importance, it still seems necessary to examine what 
he said more carefully than has been done up to the present.” 

At first sight, Marshall is maintaining that there is an arbitrary 
element in the determination of wages, arising from the simple 
fact that wages are low. In consequence of this, it is impossible 
in the case of labour to make the simplifying assumption which 
he found so useful in his general value theory, that the marginal 
utility of one of the commodities exchanged remains constant 
throughout the transaction. The same difficulty arises in the 
labour market as in a market where barter is practised. “The 

1 Principles, 8th edition, p. 335. 

2 The first criticism of this passage was naturally made by Edgeworth. In 
his Giornale article he pointed out the divergence, but unfortunately fell at the 
same time into a misapprehension about Marshall’s use of the term “ Rate of 
Exchange.” This was pointed out by Mr. Berry. In replying, Edgeworth did 
not make it as clear as was perhaps desirable that his main criticism stood. 
Neither the note on this controversy in Marshall’s Principles (later editions), 
nor Edgeworth’s summary in the Papers are as illuminating as the original 
articles. (See Giornale degli Hconomisti, 1891, March and October (Edgeworth), 
June (Berry). Also Edgeworth, Papers, II. 313, and Marshall, Principles, note 
xii bis.) 

A second attack on the Marshallian doctrine of barter was made in the 
Economic JournaL (September 1906) by Professor Loria, who maintained that 
Marshall had failed to distinguish between the cases of monopoly and competi- 
tion. Professor Loria, however, seems not to have observed that competition, 
in the ordinary sense, is really ruled out by Marshall’s assumptions. 

Mr. Dobb’s use of the doctrine in his recent article will be discussed below. 

No. 158.—voL. Xu. Q 
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real distinction between the theory of buying and selling and 
that of barter is that in the former it generally is, and in the latter 
it generally is not, right to assume that the stock of one of the 
things which is in the market and ready to be exchanged for the 
other is very large and in many hands, and that therefore its 
marginal utility is practically constant.” 1 It was barter that 
Marshall particularly analysed, and if we are to throw light upon 
the case of wages, the celebrated “nuts and apples” example 
by which he illustrated the problem of barter must first be 
considered. 

Throughout his theory of market price, Marshall treats of 
groups of buyers and sellers who have stocks of commodities which 
they wish to exchange. He imagines the sale to proceed by 
stages, a fresh bargain being struck as each dose of a commodity 
is sold. Under these circumstances he has no difficulty in 
showing that : 


(1) Even in a position of bilateral monopoly, with one 
buyer and one seller, the final rate of exchange will be 
determinate if one of the commodities exchanged has a con- 
stant marginal utility to both parties. 

(2) Even in a state of competition, where there are many 
competing buyers and sellers, the final rate of exchange will 
not be determinate unless the constancy of one marginal 
utility is given. 

(1) If the stock of one of the commodities (A) held by both 
parties is sufficiently large for the transaction to make no appre- 
ciable difference to its marginal utility to either of them, then the 
rates at which they will be prepared to exchange the other com- 
modity (B) will depend simply on its (B’s) marginal utilities to 
them. If an extensive transaction is to take place, then there 
will have to be a considerable gap between the marginal utilities 
of the first unit to buyer and seller (between demand-price and 
supply-price). Exchange can take place at any rate between 
the two. But whatever is the rate of exchange, it will make no 
difference to the demand-price and supply-price of a second unit. 
These will depend on the marginal utilities of that unit, and so 
are ex hypothest unaffected by the rate at which the first unit has 
been exchanged. It is therefore evident that B will go on being 
exchanged until its marginal utilities to both parties are equal. 
This must happen after a determinate number of units of B have 
been exchanged (determinate in the sense that it is independent 


1 Principles, Appendix F. 
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of the terms on which the earlier units were exchanged); and the 
rate at which the last unit is exchanged is also determinate, since 
it is proportional to the marginal utility of the last unit. 

But once this assumption of constant marginal utility is 
dropped, the rates at which earlier units were exchanged begins 
to have a very significant effect on the demand and supply prices 
of later units. Equilibrium will be reached sooner or later 
according as the earlier stages of the bargain favour one party or 
the other. 

(2) The multiplicity of buyers and sellers makes no essential 
difference to this argument. There is less likelihood of a wide 
divergence in bargaining technique between the two sides when 
they are composed of many individuals; and consequently ‘‘ the 
mean of the bargains would not be so likely to differ very widely 
from ” the final equilibrium rate “ as in the case of barter between 
two people.” 1 Nevertheless, if there is any divergence, it will 
affect the demand and supply prices for oes tnits, and 
thus affect the position of final equilibrium. 

How far can this argument be applied to the case of labour ? 
The only situation in the labour market which can possibly corre- 
spond exactly to the problem of barter is a bargain between 
employer and workman for a single day’s, or a single week’s, 
work. (This is the only case in which the problem can possibly 
be treated as one of stocks.) It does not seriously distort this 
case if we suppose the workman to sell his labour piecemeal, 
hour by hour. Then all that the barter argument can prove is 
that, in single contracts of this kind, superior bargaining capacity 
could have no effect on the length of the working day if the 
marginal utility of money to the workman were constant. In 
fact it is not constant; and so, if wages are low, as a result of the 
employers’ superiority in bargaining skill, the workmen will be 
prepared to work long hours. This conclusion is certainly correct ; 
but it can hardly be called profound. 

Now there is a strong reason for supposing that this is not 
what was in Marshall’s mind. He adduces as a second source of 
employers’ advantage in bargaining “the fact that each seller 
of labour has only one unit of labour to dispose of,” and he 
cannot have done this unless he was thinking of the amount of 
labour the workman offers as fixed. This seems to preclude any 
attainment of equilibrium by dosing, and leaves us with the 
alternative, but not much more satisfactory view, that Marshall 
was thinking, in this case, of a continuous market, and not of an 

1 Principles, Appendix F, p. 792. P 
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exchange of stocks, although every other example in the chapter 
in question is concerned with exchange of stocks. 

Once we assume a continuous market, with production and 
consumption going on all the time, with contracts being made 
afresh at regular intervals, then it is true that Marshall’s state- 
ment would, under certain conditions, be formally justified. In 
a single contract (for a single week’s work, say) the lowest rate 
which the labourer will be prepared to take will be largely governed 
by the marginal utility of money to him; and since that marginal 
utility will be high, the rate will be low. When recontracts take 
place in subsequent weeks, the low wages earned will have done 
no more than satisfy the labourer’s most immediate wants, and 
will have left him without any reserve on the basis of which to 
refuse the bad terms offered. He will ‘“ go on selling his labour 
at a low rate,” for the marginal utility of money to him is no 
less than it was before. 

But if this is a correct interpretation of what Marshall meant, 
the argument seems curiously out of place where it occurs, for it 
is subject to an important qualification from which the arguments 
that surround it are free. In a continuous market, the question 
of competition or monopoly is significant. If we suppose a single 
workman serving a single employer—both in isolation—and the 
first week’s work is done on terms disadvantageous to the work- 
man, then he is likely to go on selling his labour at the same 
low rate, for he will have no lever to get the contract revised in 
his favour. But if we suppose multiplicity of employers and 
workmen, free communication and a competitive market, terms 
which were fixed in the first week to the workmen’s disadvantage 
will be subsequently modified by the employers’ mutual competi- 
tion, by some employers endeavouring to take on more men. 
Wages will thereby be bid up to the normal value of the labourers’ 
marginal net product, and the first disadvantageous contract will 
have no effect in depressing them. It is quite true that in the 
case of barter, with the assumptions Marshall made, competition 
is ruled out. But if his doctrine about wages is to make any 
sense, competition is relevant. 


III 


This theory of Marshall’s has recently been brought into 
prominence once more by Mr. Dobb. In his recent article 1 he 
uses it as one of a number of missiles with which to assail current 


1 “ A Sceptical View of the Theory of Wages ” (Economic JouRNAL, Decem- 
ber 1929), particularly pp. 511-13. 
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wage-theory. But he uses it in a form which is slightly different 
from Marshall’s, and which, one feels sure, Marshall would not 
have sanctioned. To examine all Mr. Dobb’s arguments (and 
most of them are much more important than this one) would 
be to go far beyond the limits of this paper.1 But it is fairly 
easy to show—on the basis of what has just been said—that this 
particular missile does not reach its mark. 

The critical passage in his article is the following :—‘“ Since 
the labourer is propertyless, the sale of his labour will constitute 
his only source of income, and the terms of the sale will virtually 
affect his whole position and will be the principal determinant of 
the labourer’s subjective valuation of his own labour in terms 
of the income which he secures in return. In other words, a 
change in the price of labour in either direction is likely to pro- 
duce a change in the supply-price of labour of a similar kind, 
thereby creating a tendency for any fall in wages to become 
cumulative, as in the classic case of sweated trades. If we have 
here an equilibrium at all, it is unstable rather than stable.” It 
will be observed that Mr. Dobb is here asserting more than 
Marshall did. Marshall spoke of disadvantageous contracts 
having a tendency to keep wages low; Mr. Dobb speaks of a 
cumulative fall. 

It is true that there is a difference between the cases discussed. 
Marshall was considering the case of an unemployed man, whom 
an employer is engaging at the lowest rate he will take. Mr. 
Dobb is dealing with a fall in the demand for labour and its 
effect on the wages of men continuously in employment. The 
whole question evidently turns on the relation between the 
terms of engagement in one week and the labourer’s demand for 
income in the next. Edgeworth assumed them independent; 
Marshall suggested a connection in one special case. What 
happens if we generalise the conception ? 

Strictly speaking, such a connection depends on a carry-over 
of income between the two weeks, and it might perhaps be held 
that Mr. Dobb’s assumption that the labourer is propertyless had 
ruled that out. But since the feeling of repletion from his last 
dinner (quite apart from the mere coverings of decency) would 
count as a form of property, this objection cannot really be 
sustained. It seems fair to discuss the problem in relation to a 
reserve, and inquire what effect the possession of a reserve will 
have on equilibrium in the labour market. 


1 Most of Mr. Dobb’s contentions only seem to become very significant under 
conditions other than those of free contract. 
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It is only in the case where hours are variable, or when piece- 
rates are paid, that the problem arises, for otherwise the work- 
man’s individual supply-curve of labour does not enter into 
question. Under these conditions, a fall in the demand for 
labour will lead to an adjustment in the amount of labour offered, 
but it clearly cannot be an adjustment sufficient to prevent a fall 
in weekly wages. Now, if consumption is less adjustable than the 
supply of labour, and does not respond to the lower wage-level, 
then at the end of the first week the reserve will be reduced, the 
marginal utility of income will be increased and the supply- 
curve of labour shifted to the right. This shifting might con- 
ceivably result in weekly wages being restored to their former 
amount, and then equilibrium would clearly be reached at once. 
Wages would be the same as before, but more work would be 
done for them. In the much more probable case when the 
shifting is insufficient to restore the wage-level, there will be a 
second reduction of reserve, a second shifting of the supply- 
curve, and a new temporary equilibrium. This process will go 
on until the reserve has disappeared. But it cannot go on longer. 
When the reserve is gone, consumption must contract, and the 
market settle down to a final equilibrium. | 

In such a case, when the conditions of work are easily adjust- 
able, but personal expenditure is not, it does seem clear that the 
final equilibrium may be reached by stages. But there is no 
reason to suppose that the stages will not converge to a stable 
position, nor that the existence of such joints in the wage- 
mechanism should affect our handling of any but exceptional 
problems. 


IV 


It seems to follow from the foregoing discussion that the only 
‘imperfection ” that is likely to have any durable effect on the 
determination of wages is monopoly and limitation of the market. 
Edgeworth’s second imperfection is seen to be altogether negligible 
when we take into account differences in efficiency between 
labourers; and Marshall’s ‘‘ varying marginal utility ” can have 
only transitory effects, unless there are impediments to the 
action of competition. It remains for us to examine what is the 
significance of these impediments in the real world. 

There are two possible cases of monopoly that seem worth 
consideration. The first—and it is clearly this that was in 
Marshall’s mind—is where a single labourer comes to an em- 
ployer and offers himself for a vacancy, the only vacancy that 
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he knows of within the area that he can reach with his limited 
means. This is clearly a case of bilateral monopoly (however 
transitory the monopoly may be), and in consequence it is 
supposed that the employer, sizing the man up from his tattered 
appearance, offers a wage near to the lowest that he thinks the 
man will take, even although it is far below that which he would 
be willing to pay under other circumstances. No doubt, odd 
men seeking casual jobs are sometimes engaged in this way; but 
it is unlikely that it has ever been the general rule throughout 
industry. Pushed to its logical extreme, it would mean that 
employers engaged labour by a process of discriminating mono- 
poly—a thing which no employer who was not a fool, and who 
wanted to get good work out of his men, would do. In an 
industry of small firms, each employing only a few workmen, it 
would no doubt be commoner than in large capitalistic enterprise. 
But at no time is it likely to have made much difference to the 
general level of wages; as industry develops, this slight effect 
must inevitably tend to disappear. 

It is, of course, very difficult to verify this conclusion by a 
study of English industry to-day, with its minimum wages and 
Trade Union control. But it is significant that thirty years ago 
Mr. and Mrs. Webb reached by observation the same conclusion :— 
“The most autocratic and unfettered employer spontaneously 
adopts standard rates for classes of workmen, just as the large 
shopkeeper fixes his prices, not according to the higgling capacity 
of particular customers, but by a definite percentage on cost.” + 

It is much more possible for an employer to exercise simple 
monopoly on a large scale. Technically, this is not a case of 
indeterminateness, since it is obviously to the interest of a mono- 
polist employer to push wages down to the lowest point which is 
consistent with his retaining the labour of a requisite number of 
workmen, and this raises no analytical problem. But the cases 
are so closely connected that it may fairly be considered here. 
When other employment of anything like the same kind is com- 
pletely outside the reach of his employees, an employer may 
easily exercise great monopoly power.2 Where, as in the more 
common case, the labourers can secure other employment, but 
only with varying degrees of difficulty, the conclusion is less 
certain. On the whole it would appear probable that partial 


1 Industrial Democracy, p. 281. 

2 Some of the most striking and conclusive instances of this are to be found 
when a large country is being developed by a few alien capitalists. There have 
been instances where wages have remained for years unaffected by a considerable 
rise in the price-level. 
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monopoly of the ordinary kind does not have much effect in 
depressing wages; though it is perhaps partly responsible for 
some districts lagging behind others when there is a general rise 
of wages to meet rising prices. 

For it must be remembered that the influence of competition 
on wage-fixing is rarely exercised directly. Competition governs 
wages, as the law keeps order, by readiness to step in, not by 
continual interference. Particularly is this the case in a country 
like England, where labour turnover is generally small. In the 
majority of cases, a man gets higher wages by persuading his 
employer that he could get them somewhere else, not by actually 
changing round. Such changes would cause inconvenience to 
employers as well as to workmen; wages can well move without 
them. It is natural, therefore, that wage-changes in one firm 
should roughly follow another, even if actual transferences of 
labour were to be a matter of some difficulty. 

But considerations of this kind open up wider perspectives. 
Once we go forth into the actual world, we must take into account 
a host of other circumstances which are properly excluded from 
an extension of the pure theory of value. Some of these actually 
simplify the problem; the fact that in a large works, the hours 
worked by different labourers must be the same (or at any rate 
bear a relationship determined by technical considerations), 
means that in some labour problems the variability of hours, 
which so complicates the pure theory, can be left out of account. 
But the existence of large capital investment has other conse- 
quences less favourable to a simple theory of wages. A change in 
demand for the finished product will be met by employers in a 
different way according as they expect it to be temporary or 
permanent; this expectation will affect their demand for labour 
and so will affect wages. An increased demand which is expected 
to be brief will not lead to any extension of plant; it will be met 
by working overtime, only to a slight extent by taking on more 
labour. At a later stage, if the increased demand continues, it 
will usually be necessary to carry out a more thorough reorganisa- 
tion, which is likely to be accompanied by a more considerable 
expansion of the labour force; but direct raising of wages is not 
the only way in which an increased supply of labour can be 
secured. Up to a point, much can be done by advertisement, or 
by the engagement of rather inferior workmen. Wage-rates will 
only be raised if other resources are exhausted and if the employers 
are convinced that the good times are likely to be of fair dura- 
tion. Similarly, in the case of a reduction in the demand for his 
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product, an employer may decide to make for stock, or to dis- 
charge those workmen who are least essential to him, without 
reducing wages and so causing bad feeling, if he considers the 
depression is likely to be short. 

Such matters can be only suggested here, not worked out 
properly; but it is rather surprising that the phenomenon of 
the “ wage-lag”’ to which they point has not received more 
attention in relation to the problem of indeterminateness. They 
are indeed strong reasons for supposing that wages do not in 
practice correspond with the marginal net product of labour at 
all precisely. If there is any considerable tendency for wages 
under free competition to fall below marginal net product, it is 
far more likely to be due to the characteristics of the trade cycle 
than to any “ bargaining advantage.” 

J. R. Hicks 
London School of Economics. 
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NOTES ON SUPPLY 


Tue following notes do not profess to give a comprehensive 
survey of the problems of supply. Attention is concentrated on 
a few isolated points. The intricate questions connected with 
external and internal economies which have recently received 
important treatment by Professor Pigou (Economic JouRNAL, 
June 1928) and by Mr. Shove (Economic JournaL, March 1930) 
are not dealt with. This paper is propaedeutic rather than 
supplementary to those studies. 


I 


In this section it is proposed to consider cost conditions in 
individual sources of the supply of a commodity and for this 
purpose to make certain simplifying assumptions, namely, (1) that 
the cost of production is in each source a function of the output 
of the source only, and (2) that the industry can obtain its factors 
of production at a constant price. 

1. The short period. 

A source of supply may be conceived as an aggregation of 
productive factors within which a dichotomy of costs into prime 
and supplementary can suitably be made. Sources are demar- 
cated from one another by reference to the limits within which 
the two classes of factors are co-operating. A structure of fixed 
equipment or organisation gives the unity which the notion 
of ‘a source’ of supply requires. Such a source need not be 
a business firm. Within any business firm the dichotomy is 
possible, and a firm may therefore be regarded as a source. 
But sources may be divided into sub-sources, manufacturing 
plants for instance, within which the dichotomy may be re- 
introduced, and the following analysis applies to sources, sub- 
sources, subdivisions of these, etc. 

Various suppositions may in abstract theory be made with 
regard to the behaviour of costs as the output of a source in- 
creases.!_ The only supposition which is likely to be true in fact 

1 It is assumed throughout that by x units of output from a source is meant 


x units of output, per unit of time, at a given point of time, 7’. To suppose an 
“* increase ”’ or “‘ decrease ”’ of output is to suppose x larger or smaller at 7’. 
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is that, if there is a fixed amount of equipment or supplementary 
cost, prime costs per unit of output fall in the early ranges of 
output, but begin to rise after production has reached a certain 
level. Supplementary costs are taken to be constant in the 
short period over the range of production considered; and costs 
which vary with the output are regarded as prime; this is justi- 
fied by the definition of a source. If fixed equipment is required 
at all, it should clearly be assumed that beyond a certain point 
increments of factors applied to that equipment will get a 
diminishing output per unit. 

In the adjoining figure the curve KC, represents the marginal 
prime cost per unit of output. The marginal prime cost of x 
units is conceived as the total prime cost of producing 2 units 
less the total prime cost of producing (2 — 1) units. The curve 


Fia. 1. 


of KC, represents average prime costs. If P is any point on 
KC, and a perpendicular PM be dropped to the horizontal axis, 
then KC, is the locus of a point Q on PM or PM produced, such 
that KPMO = the rectangle OQ. It appears from direct inspec- 
tion that the point of lowest average prime cost is the point at 
which the curves intersect (E), that is, the point at which average 
prime and marginal prime cost are equal. 

The curve LC, represents average total cost per unit and 
is the locus of a point R vertically above Q such that if RS be 
drawn perpendicular to the vertical axis, RQ < RS is constant 
and represents supplementary costs. The curve LC; approaches 
KC, asymptotically. It appears from inspection that the point 
of lowest average cost (the point of optimum output for the 
source) is that of the intersection of KC» and LC, (F). At the 
point of optimum output the average total cost is equal to the 
marginal cost. 

If there are many sources of supply, so that variations in the 
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output of a single source do not affect the price of the commodity 
(conditions of perfect competition), the demand with which such 
a source is confronted may be represented by a horizontal straight 
line. The output of the source is fixed by the point at which 
the curve of marginal cost intersects the demand curve when 
the former is sloping upwards. The higher the demand the 
greater the supply. The output of the source consequently 
obeys the law of increasing supply price. 

If the demand curve cuts the marginal cost curve of a source 
at a point between the minimum marginal cost and E (or lies 
below all the cost curves), prime costs are not covered and the 
source can only continue to produce on the expectation of an 
improvement in demand; it is convenient to call this condition 
absence of short-period equilibrium. If the demand curve cuts 
the marginal cost curve between E and F, there is short-period 
equilibrium, production will continue, but supplementary costs 
will not be covered. If the demand curve cuts the marginal 
cost curve at a point to the right of F there is a surplus yield. 

The expression ‘‘ supplementary costs” is ambiguous. A 
given market price must be paid for liquid factors; otherwise 
they will not be forthcoming. But the fixed factors are ex hypo- 
thest already acquired and immobilised. They are no longer 
able to demand their market prices; they can only receive what 
can be obtained by the most satisfactory working of them. The 
reward of the fixed factors is Marshall’s quasi-rent. If the demand 
curve cuts the marginal cost curve at P and the perpendicular 
to the horizontal axis PM (or PM produced) cuts KC, at Q, 
quasi-rent is represented by PQ x OM. This is positive if P 
lies above Q and negative if Q lies above P.1. There is then no 
predetermined supplementary cost, the price payable to the 
fixed factors being in the short run passively determined by the 
relation of the demand price to prime costs. 

The consequence of this is that the concept of supplementary 
costs represented by the curve LC; seems to be meaningless. 
To overcome this difficulty, it is convenient to suppose that the 
fixed factors should receive a “ normal’”’ profit or return. In 
the equation RQ x RS = K, which determines the locus of R 
(the curve LC,), K (the supplementary cost) is taken as the sum 

1 If a, b and c units of the liquid factors, A, B and C are employed, if f(a,b,c) 
is the output which they can obtain when used in conjunction with the fixed 
plant and p the price per unit of output, then quasi-rent = p{ f(a,b,c) — af.— 
bf,—cfj. fais the rate of output of factor A at the margin with b and c constant, 


pfa the rate of reward of factor A and apf, the total reward of factor A. Similarly 
with to and Tes 
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which gives a normal return to the fixed resources. If the 
demand curve intersects the marginal cost curve to the right of 
F, the fixed factors are getting an excess reward, if at F a normal 
reward, if between F and E a sub-normal reward, and if to the 
left of E a negative reward.} 

Different sources may be expected to differ in efficiency; 
some may earn excess profits while others are earning sub- 
normal profits; in the short period they may all be earning 
excess profits; or they may all continue to earn sub-normal 
profits, until the quantity of output is curtailed by equipment 
wearing out and not being replaced. A survey of sources taken 
at any one point of time is likely to show various rates of profits 
according to the efficiency of the sources and also various rates 
of working. A source which is making sub-normal profits must 
be working below the optimum capacity. (Output is represented 
by a point to the left of F.) One which is making excess profits 
must be working above its optimum capacity. The point of 
optimum capacity is always a point at which marginal costs are 
rising. Itis also the point of normal profits. The point repre- 
senting actual output must be one at which marginal costs are 
constant or rising. If it can be shown of any source of produc- 
tion that this last proposition is not true, it may be inferred that 
the condition of perfect competition is not fulfilled. The appar- 
ently frequent occurrence, in fact, of sources working “ under 
capacity’ in the sense that average prime costs (including 
those of transport and marketing) could be reduced by an expan- 
sion of output of the source, is evidence that conditions of quasi- 
monopoly are much more widespread than used to be supposed. 
Cost conditions in a monopolistic or quasi-monopolistic source 
are briefly discussed in Section II. 

The short-period supply schedule is a list of the quantities 
contributed at a point of time, T, per unit of time, in response 
to various possible prices at that point of time, the fixed equip- 
ment being incapable of increase or diminution. Short-period 
equilibrium in the industry is attained if no source is working 
at a loss, that is, if quasi-rent is nowhere negative. The supply 
schedule of each source shows increasing supply prices and, if 
external economics are absent, so does the supply schedule of 
the whole industry. 


1 PQ is the actual rate of quasi-rent per unit of output, RQ the rate per unit 
of output which would give normal profit. Normal profits are actually earned, 
therefore, if output is represented by the point of intersection of the locus of P 
and that of R (F). 
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2. The long period. 

With the short period may be contrasted the long period, 
In discussion the length of the long period is too often left in- 
definite or taken as infinite. It is useful to have regard to some- 
thing intermediate between a single point and infinity, say, to 
a finite interval of time, s. Short-period supplementary costs 
may be divided into those which are prime and those which are 
supplementary relatively to s. Fixed equipment may be re- 
paired, replaced or extended. Part of the fixed equipment, 
whether building and machinery, or a core of organisation and 
goodwill, may be expected to survive the period, s. If s is 
infinite, all organisation becomes obsolete, goodwill is forgotten 
and railway embankments become level with the surrounding 
country-side. That section of the fixed equipment material or 
iramaterial which survives s intact is called supplementary or 
fixed relatively to s. That which is subject to replacement or 
reconstruction within s is supplementary relatively to a short 
period but prime relatively to the long. Long-period supple- 
mentary equipment may be increased but not diminished in any 
source during the long period. It may be diminished in the 
industry as a whole by sources going out of action. 

In the long period, long-period prime factors must receive a 
normal reward, their market price, or they will not be forth- 
coming. The reward payable to them per unit is equal to their 
marginal product. If a source is in long-period equilibrium the 
marginal products of the long-period prime factors must be 
equal to their market prices; also these factors must show 
decreasing returns.! 

If a shrinkage of demand supervenes upon the equilibrium, 
the marginal product of the long-period prime factors falls below 
their price. They will consequently not be renewed in the long 
period. The curtailment in the use of these factors in connec- 
tion with a given amount of long-period equipment will raise their 
marginal product to equality with their price. As a result of 
this shrinkage in short-period fixed equipment, when a second 
long-period equilibrium is achieved, the short-period prime cost 


_1 If x units of short-period prime factors (X), y units of long-period prime 
factors (Y) and z units of long-period fixed factors (Z) are used, output = 
S(z,y,z). If Z is constant throughout we may say, output=/f(z,y). f’(x,y) 
(x constant) and f’(z,y) (y constant) are both positive. f”(,y) (y constant) is 
always negative in short or long equilibrium in conditions of perfect competition, 
for otherwise the employment of x would at once be increased. f’(x,y) (# 
constant) is negative in long-period equilibrium, for otherwise the use of y would 
tend to increase. 
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of production will be greater throughout the range of produc- 
tion.1_ The long-period effect of the fall in demand will be to 
raise the short-period supply schedules of all sources affected in 
this way. 

The fall in demand may be expected to reduce quasi-rents in 
some sources below zero and to eliminate those sources. This 
mitigates the decline in demand for the products of the other 
sources. The diminution of sources will tend to be greater the 
smaller is the proportion of long period supplementary to prime 
costs. The greater the elimination of sources the less will be the 
rise of the short-period supply schedules in the residual sources. 
This gives the basis of an important classification of industries, 
namely, by reference to the extent of the rise of the whole short- 
period supply schedule in response to a fall in demand. We are | 
still within the domain of the law of increasing costs; the kind 
of response analysed here might be called the law of decreasing 
cost conditions. All industries obey this law for the range of 
production below an initial long-period equilibrium, except those 
industries none of whose fixed equipment survives the period s. 
The curve of decreasing cost conditions is less elastic the greater 
the permanent equipment. 

This law does not hold generally for the range of production 
above an initial point of equilibrium. This asymmetry is due 
to the fact that the long-period fixed equipment of sources may 
be increased but not decreased. If the quasi-rent accruing to 
this permanent equipment is below normal in a source, that 
source is not putting its permanent equipment to its optimum 
use, and a rise in demand will cause more short-period fixed 
equipment to be used in conjunction with the already existing 
permanent equipment, and the short-period supply schedule for 
that source will fall in response. If the sources in which these 
quasi-rents are initially below normal preponderate in the industry, 
the whole industry will probably be subject to decreasing cost 
conditions for a certain range of production in excess of the 
initial quantity. But if permanent fixed equipment is already 
being put to its optimum or to an excessive use at the initial 
point in most sources, the law does not hold. 

To sum up, where the law of decreasing cost conditions holds 
the following propositions are all true of a long period. (1) An 


1 f'(a,y) (2 constant) is positive for all values of x. Consequently, f’(x,y) 
(y constant), which is the reciprocal of the short-period marginal prime cost of 
production, is smaller the smaller is y. But y has ex hypothesi been reduced 
between the two equilibria. 
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increase in demand would reduce the short-period prime cost of 
production and consequently the supply schedule of the industry, 
(2) An increase in demand would also reduce the average cost 
of production if all kinds of overhead charges are included, 
(3) Notwithstanding this an increase in demand would raise the 
price of the product, and consequently the industry is subject. 
to the ‘law of increasing costs” as commonly understood. 
Confusion has arisen through failure to observe that these pro- 
positions are mutually consistent. The possibility of this com- 
plex state of affairs is due to the fact that certain elements of 
supplementary cost, especially the immaterial elements of organ- 
isation and goodwill, are often not destroyed within what may 
reasonably be regarded as along period. Long-period equilibrium 


Fia. 2. 


is consequently compatible with there being too many sources, 
that is, too many centres with a core of permanent equipment, 
and every one or many of these centres working below their 
optimum capacity. 


II 


We shall now consider the case where the source of supply 
is not small in proportion to the whole industry. When that is 
so, the source is confronted with a falling demand curve. When 
there is one source, the demand with which it is confronted is 
that of the whole market. Where the curve showing the demand 
for its output is not horizontal, the output of a source is not 
determined by the point of intersection of the demand curve and 
the marginal cost curve. The demand curve of the market 
shows the price per unit at which suppliers can find buyers for x 
units for all values of x From this curve may be deduced 
another (Fig. 2), which I propose to call the increment of aggre- 
gate demand curve, and which shows the aggregate price that 
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suppliers can obtain for x units of output less the aggregate price 
that they can obtain for (x — 1) units for all values of x. If P 
is any point on the demand curve DD’, and PM a perpendicular 
to the horizontal axis, then the increment of aggregate demand 
curve (DD”) is the locus of a point p on PM such that DpMO = the 
rect. OP. The output of a monopolistic source is determined by 
the point at which the marginal cost curve cuts the increment of 
aggregate demand curve. 

Marshall laid down that the entrepreneur “‘ endeavours to 
employ each agent up to that margin at which its net product 
would no longer exceed the price he would have to pay for it.’’ 4 
This is true alike of the monopolist and the competitive entre- 
preneur if the ‘‘ net product ” is valued in the right way. Where 
the sources are many, value of the net product can be given its 
face meaning, viz. the price of the zth unit, when x units are 
produced. In other cases the value of the net product must be 
taken to be the difference between the price of x units when x 
are produced, and the price of (x — 1) units when (x — 1) are 
produced. Where there are many sources both interpretations 
yield the same result. Consequently the second interpretation 
has general application. The increment of aggregate demand 
curve shows the total price of x units less the total price of (x — 1) 
units for all values of x. When the sources are many and the 
demand for the products of a source is shown by a horizontal 
line, the demand curve and the increment of aggregate demand 
curve for the product of that source are co-incident. 

In the short period a monopolistic source may obey the law 
of decreasing supply price. In Fig. 2, KCm intersects DD” only 
at a point where marginal costs are falling. In this case the 
monopolistic source is suffering from excessive capacity. If the 
demand is steady and the fixed equipment of the monopolistic 
source is adjusted to that demand, it will probably obey the law 
of increasing costs in the short period, since marginal costs 
increase in the neighbourhood of optimum output (see Fig. 1). 
In the long period a monopolistic source may well show decreasing 
supply prices, since in the long run equipment is adjusted so as 
to produce a normal supply at the optimum point for that equip- 
ment, and the average total cost at that point may be smaller 
with a large than with a small equipment. 

If the number of sources is greater than one but not great, 
it is difficult to determine the kind of demand with which each 
source is confronted. Variations in its output produce an 


1 Marshall, Principles of Economics, 8th ed., p. 406. 
No. 158.—vo.. XL. R 
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appreciable effect on price, and consequently the demand for 
that output cannot be represented by a horizontal straight line; 
the demand curve and the increment of aggregate demand curve 
for the products of that source diverge; all sources may in this 
case yield an increase of output at decreasing supply prices in 
the short and long periods. 


III 


In recent discussions the old distinction between agricultural 
industry as subject to decreasing returns and manufacturing 
industry as subject to increasing returns has been lost sight of. 
Was it without foundation? Let us now withdraw an assump- 
tion made at the outset, that an industry can obtain its factors 
at a constant supply price, and suppose that an industry uses 
an appreciable fraction of the factors of production available. 
The value of this supposition depends on the definition of “ an 
industry.” Specific industries may be lumped together and a 
generic industry, like agriculture, may be considered as a unit. 
The larger the scope of an industry the more reasonable is it to 
suppose that the prices of the factors which it uses are influenced 
by variations in its demand for them. Different industries mix 
the factors of production in different proportions. Let us call 
the proportion in which the factors of production A, BC... 
are mixed in use at the margin in national industry as a whole 
a:b:c:.. . This proportion should be a weighted average of 
the proportions proper to each industry at the margin of each. 
Any particular industry which uses the factors in the proportion 
a:b:c... at its own margin can draw to itself increasing 
supplies of the factors at a constant price. If the total supply 
of the factors is fixed, an increase of output by such an industry 
does not alter the relative scarcity of the factors. But if an 
industry using the factors in the proportion a+a:b:c:... 
expands, it can only get increasing quantities of A at an enhanced 
price in terms of B, C . . . But since, ex hypothesi, it uses more 
than an average amount of A, it can only get an increase in the 
sample of factors required for a unit increase of its output at an 
enhanced price. No doubt by the law of substitution 2 will be 
reduced in consequence of the expansion of this industry; but 
not tozero. Anincrease in the supply price of the factors required 
will raise the marginal cost curves of all sources; consequently 
the supply price of the product will on this account alone rise in 
response to the rise of demand for it. 

Under this head it follows that every industry which uses an 


1930] NOTES ON SUPPLY 241 


appreciable fraction of the factors of production, unless it be 
an industry using them at the margin in the proportions of 
a:b:c:..., obeys the law of increasing supply price. The 
curve of increasing supply price will be less elastic, the greater 
the industry in proportion to the whole of national industry and 


the greater 


This analysis seems to clear up the problem of the old classical 
distinction between agriculture and the manufacturing industries. 
If A is land, and a+2:b:c: ...the proportion in which the 


factors are mixed at the margin in agriculture as a whole, - is 


clearly large. Agriculture as a whole is thus markedly subject 
to increasing supply price. But the law of returns in agriculture 
is only a particular instance of the general principle. 

Stress has often been laid on the inelasticity of the supply of 
the factor land. If it could be shown that the supply of land is 
less elastic than that of labour and the other factors, we should 
have an additional reason for expecting increasing supply prices 
to prevail in agriculture (as a whole). But it is by no means 
clear that the supply of land is less elastic. If the more familiar 
concept of the demand schedule be used, the demand of land- 
owners for income in exchange for land has, if non-agricultural 
uses of land be ruled out, unitary elasticity. The amount of 
land spent in obtaining this income is constant, viz. the national 
supply of land. Little is known of the corresponding demand 
schedule of labour for a livelihood. It is not unreasonable to 
suppose it to have less than unitary elasticity. We no longer 
expect the population to expand in response to higher wages; 
and as wages rise the working day is reduced. In terms of 
supply this means that, while as rent rises the total supply of 
land remains constant, as wages rise the total supply of labour 
may fall. It is probable, therefore, that the analysis of the text 
provides a better justification for the classical treatment of 
agriculture than any reference to the inelasticity of supply of 
land. 


Christ Church, 
Oxford. 


R. F. Harrop 
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LABOUR TRANSFERENCE AND THE 
UNEMPLOYMENT PROBLEM 


THE post-war unemployment problem has been complicated 
by the tendency of the newer industries to become localised in 
the south of England; for this has impeded the mobility of 
labour and has led to the concentration of unemployment in 
those areas in which the older trades are situated. It seems 
probable that while this movement may be partly attributed to 
temporary and artificial advantages attaching to southern sites, 
it represents a fundamental tendency in industry, and that during 
a time of rapidly changing technique such as the present, the 
traditional centres of industry are unlikely, for various reasons, 
to attract new trades or fresh units in old ones. If this is so, 
and as changes in localisation producing serious economic and 
social losses have been, and are likely to be, recurrent, it is useful 
to inquire whether this tendency can be beneficially counteracted 
by some form of conscious and corporate control over localisation. 
The experience of one of the older districts may throw some light 
on the problem. 

There is one great industrial area which has not suffered 
severely from the unemployment which has afflicted the rest. 
It has witnessed the decline of many of its ancient industries 
since 1914, but, unlike the other great centres, it has succeeded 
in attracting a considerable share of the new and developing 
industries. Furthermore, this industrial area has formerly passed 
successfully through periods of transformation in its activities 
and has shown to a remarkable degree adaptability and resilience 
in the face of changing economic circumstances. The area in 
question is Birmingham and the Black Country. In 1870 its 
industries consisted of coal-mining, iron production and a host 
of hardware trades. In Birmingham itself there was no staple 
industry; but a multitude of comparatively small manufactures 
flourished, of which the chief were the jewellery, button, gun 
and brass trades. The great depression which began in 1874, 
however, produced permanent changes in the activities of the 
area. The exhaustion of its raw materials and the advent of 
the new steel struck down the coal trade and the great iron 
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industry; while the growth of foreign competition and changes 
in national habits and in productive methods brought sudden 
decline to many of the small metal trades. In several of them 
there has been a progressive decay up to this time. Yet the 
district has retained its position as one of the leading centres of 
industry, and the labour displaced from its former trades has 
succeeded in finding other employment with comparative ease. 
This was possible because many of the new manufactures which 
have arisen during the last few decades have come to be centred 
in the area. Of these I need only mention the cycle, motor, 
rubber, electrical, machine-tool, artificial silk, aluminium cast- 
ings and certain of the food and drink trades. The war com- 
pleted the destruction of several of the older manufactures; 
but the newer industries have progressed so as to absorb a large 
part of the displaced labour, and since 1920 the percentage of 
unemployment has been considerably less in the West Midlands 
than in any other great industrial centre. Infact, the area has 
effected a transference of labour from old to new trades on an 
enormous scale—a remarkable achievement in view of its geo- 
graphical position and of its dependence on other districts for 
materials, Alone of the old manufacturing centres, it has escaped 
from the new tendency in the localisation of industry. 

Since its success has been bound up with its ability to attract 
the new industries, it may be asked to what this ability may be 
attributed. No doubt several influences have been at work; 
but the main influence is to be found in the fact that Birmingham 
and District throughout its history has been a centre with a 
highly diversified industrial life, and has possessed, in conse- 
quence, a wide variety of labour and of technical skill. The 
multiplicity of its interests brings the district into contact with 
the industrial activities of the nation at a great many points, 
and thus places it in a position of advantage for attracting or 
developing any new trade which may arise. This advantage is 
particularly evident at the present time, when the advancing 
trades are concerned with highly finished or highly composite 
goods; for each of these manufactures requires a supply of many 
different kinds of skill and technical knowledge. Further, manu- 
facturers who are operating in a district with a varied industrial 
life, where one trade or another is always changing its methods 
or its markets, are likely to be more flexible and adaptable, and 
less inclined to regard their present activities as settled by laws 
of nature, than those persons who live in an area dominated by 
one trade. I should infer, then, that an area with a highly 
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diversified economic life is capable of weathering periods of 
transition with greater ease than a more specialised centre. 

It is not suggested that, when new trades arise in a diversified 
area, the problem of the maldistribution of labour does not arise, 
but only that its seriousness is minimised. While industries 
have been rising and falling in the West Midlands, it has been 
possible for brass-workers to find employment in the cycle factories 
for gunmakers and woodworkers to secure remunerative employ- 
ment in the engineering trades, for jewellers to take up gauge- 
making, and for penmakers to turn to the production of fine 
stampings. But a wholesale transference of adult labour from 
decaying to advancing trades can never take place without some 
unemployment and lowering of standards during a period of 
change. A skilled watchmaker, for example, was not likely to 
secure equally remunerative employment in the cycle and motor 
factories. But where the diversified area with its capacity of 
attracting new industries presents advantages over specialist 
centres lies in the fact that the former offers more opportunities 
to fresh entrants into industry. It has been shown that changes 
of considerable magnitude can be made in the distribution of 
the labour force in a short space of time merely by the failure of 
decaying trades to replace their wastage by recruitment. An 
area with a multiplicity of manufactures soon finds that those 
which are unable to support a high wage-level quickly decay, since 
young people are attracted to occupations which offer better 
prospects. In a word, the industrial activities of such an area 
respond rapidly to any change in economic forces. Both its 
workers and its employers are likely to be alert to seize new 
opportunities as they arise, and there is no question of the life 
of an industry being prolonged merely by means of a progressive 
fallin wages. Trades which are threatened with extinction must 
either reorganise or go, and the stimulus to do this comes sooner 
and more strongly in diversified areas than in specialist centres, 
where other measures may be taken to meet an alteration in 
economic circumstances, and where employers are loath to 
acknowledge the signs of permanent change. In districts of the 
latter type, such as some of the coal-mining areas, which have 
failed to attract the new trades, the industrial life is involved in 
a vicious circle of cause and effect. Because there are no alter- 
native employments in the neighbourhood, the recruitment of 
young workers by the advancing trades is impeded and they are 
forced into the decaying industries. The under-employment 
and low wages, both of them and of the adult members of their 
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families, which result from this, produce a deterioration in the 
quality of the labour force which, if protracted, will ultimately 
render the areas unsuitable for the establishment of new 
trades. 

The adaptability shown by the West Midlands has not been 
equally shared by all sections of the area. If we compare, not 
the whole district with others, but particular towns within the 
same area with one another, we find additional evidence in support 
of these conclusions. While Birmingham and Wolverhampton 
have been distinguished by the multiplicity of their trades, several 
other places in the neighbourhood, though separated by a very 
few miles, have been specialist in character and have been much 
less adaptable. Consequently, when the flint-glass trade began 
to decay during the ’seventies, the labour force engaged in that 
industry diminished much more rapidly in Birmingham than in 
Stourbridge, where glass-making was the chief industry. The 


‘reason for this was, that in Birmingham there was mych compe- 


tition among the multitude of industries for clever youths, so 
that the decaying trades failed to attract them; whereas in 
Stourbridge the lack of alternative occupations of the same class 
kept large numbers attached to glass-making in spite of chronic 
under-employment. In the same way, on the decay of the 
saddlery and harness trade, the Birmingham firms soon closed 
their factories or turned to the production of other classes of 
leather goods, and the workers became absorbed in fresh employ- 
ments. But in Walsall, where saddlery and harness was the 
staple manufacture, the decline in the size of the labour force 
was much less rapid. Another instance is provided by the 
hand-wrought nail trade, which fought a long struggle against 
the competition of the cut-nail and wire-nail industries. The 
workers in this unfortunate handicraft suffered severely from 
under-employment and from falling wages, and yet, although the 
trade was driven out of the centres with a diversified life, the 
numbers engaged declined very slowly indeed during the second 
half of the nineteenth century. This, again, was because much 
of the manufacture was conducted in towns and villages which 
afforded no other openings to boys and girls seeking employ- 
ment. And immobility at that time could not be attributed (as 
much of the post-war immobility has been) to trade union restric- 
tions in other trades or to unemployment insurance. During the 
post-war period the failing industries have been unable to resort 
to wage reductions to the same extent as formerly, and the 
unfortunate position of the specialist as compared with the 
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diversified centres is illustrated by the much higher percentage 
of unemployment in the former. 

Another interesting point which emerges from this investi- 
gation into the West Midlands is that a distance of only a few 
miles separates the centres of high unemployment or low wage 
rates from those with superior standards in these respects, and 
this immobility between the different sections of the area has 
been noted throughout its recent history. It is evident, then, 
that even to-day the mobility of workers (including new entrants 
into industry) may be restricted by what appears to be an insig- 
nificant barrier of distance. I suggest that it is not only the 
cost of travelling between home and the place of employment, 
or the expense of moving the residence, which is responsible for 
this, but that a population bred in the atmosphere of one trade is 
less alert to seize fresh opportunities than people who find around 
them the stimulus of a varied industrial life. Recent investiga-_ 
tions into the cotton trade seem to bear this out. In that manu- 
facture, in which to a large extent towns specialise in particular 
classes of yarns and fabrics, it appears that there has been no 
significant movement from the more depressed towns in the 
American section to those which, during the post-war period, 
have been more prosperous.! In this connection it is worth 
while pointing out that, even in the depressed areas, the large 
towns have suffered less from unemployment during the post- 
war period than the smaller places. This has been explained on 
the ground that in the great cities a large proportion of the 
population is engaged in “sheltered” occupations. It is, how- 
ever, doubtful if this is sufficient to account for the great dis- 
parity which exists between the unemployment percentages of 
the larger and smaller places in the same area. It is possible that 
since the larger towns have usually a more varied industrial life 
than the smaller places in relation to the size of their respective 
populations, the former show an alertness and a capacity for 
adjustment to new conditions of which the latter are incapable. 

I have no space to give further illustrations in support of my 
argument and I must proceed to the conclusion to which these 
remarks have led. I have argued that the question of localisa- 
tion has a very close bearing on the problem of labour resettle- 
ment. A prolonged study is obviously required before any 
definite conclusions could emerge; but there seem strong reasons 
for supposing that a country whose industries were carried on in 


1 J. Jewkes, ‘“‘The Mobility of Labour in the Cotton Industry,” in the 
Economic JourNnaL, March 1928, p. 135. 
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highly diversified centres would find the recurrent problem of 
transference less difficult to face than a country where the in- 
dustrial areas were of a specialist character. The former would 
tend to have an alert and an easily adaptable population, and in 
it new manufactures as they arose would be likely to grow up in 
existing industrial districts. A change in the direction of economic 
development could thus be.effected without producing a pro- 
longed period of mal-distributed labour. One must not, of 
course, ignore the advantages which local specialisation is sup- 
posed to confer. For some trades a certain degree of concen- 
tration is probably inevitable ; but it is arguable that the economies 
derived from local specialisation have been exaggerated, since 
such a policy cannot take account of the ever-changing character 
of economic life and of the great social and capital losses caused 
by periodic industrial migrations. 

It may be objected that, even if these arguments are correct, 
the location of industry is determined by economic forces which 
we cannot control. But this is to be doubted. Certain general 
influences exert themselves to produce from time to time definite 
trends in localisation; but the selection of the actual sites for 
industry in the past has been largely haphazard. Specious argu- 
ments have been advanced to explain how trades have come to 
be located in the areas in which we now find them; but if one 
tries to relate these general explanations to the history of the 
pioneer firms in the different industries, one is left with a feeling 
of intense scepticism. Frequently a trade has been localised in 
one area rather than in another through chance, or through 
temporary advantages attaching to a particular site. Such 
developments may have been inevitable in the past; but nowa- 


_days, when new concerns are usually launched on a great scale, 


a long view is surely necessary in determining their localisation, 
and some form of public control is certainly required. It is not 
generally recognised how wasteful in the utilisation of labour is 
the present unco-ordinated method of choosing sites. In some 
areas the trades are such as require male labour but provide little 
opportunity for women. In others the reverse is largely the 
case. It is true that occasionally firms do select their sites in a 
way which promotes the most economical use of the nation’s 
labour force. Thus, one of the first artificial silk factories in 
Great Britain was established near a coal-mining district where 
it could draw on a supply of female workers who had previously 
no occupation. But subsequent developments in this and in 
other new trades have been remote from areas with similar 
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characteristics. Consequently, a great supply of potential labour 
remains untapped, or is drawn into employments with low re- 
muneration to the detriment of industrial progress, of family 
earnings and of general efficiency. And in times of transition 
this wastefulness is the more pronounced. 

The conclusion which I would draw from these arguments is 
that, if present and future changes in the direction of industrial 
development are to be met successfully, a co-ordinated policy 
concerning the localisation of the various new industries should 
be worked out. Great Britain has experienced changes of this 
character in the past. The post-war period affords another 
example of them, and, if economic progress is to continue, they 
will be recurrent. These periods are marked by a heavy burden 
of unemployment which is to be attributed partly to the slow- 
ness of manufacturers in diagnosing the new position and in 
making efforts to satisfy fresh wants, and partly to new influences 
on the localisation of industry which appear at such times. In 
these periods of rapidly changing technique there is a tendency 
for new trades to grow up in centres remote from the older 
industrial districts. All the older areas, however, do not suffer 
in the same degree. It seems that those with a wide range of 
activities are able to face such periods with equanimity, since 
they are more flexible, more alert to seize fresh opportunities and 
more capable of attracting new trades than the specialist centres. 
Thus, in a country possessing diversified centres the tendency for 
new trades to go to new centres would be largely checked and the 
recurring problem of labour transference would be facilitated. 
It would seem desirable, therefore, to frame a national policy 
concerning the localisation of industry with the object both of 
satisfying the immediate requirements of employers for labour, 
sites and materials, and of building up industrial areas which 
would be less vulnerable in times of change than our specialist 
centres have been. 

G. C. ALLEN 


University College, Hull. 
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THE AGRICULTURAL CREDITS ACT, 1928 


As compared with his foreign and colonial competitor the 
English farmer has in the past suffered the following dis- 
advantages :— 

(2) Apart from the Lands Improvement Company which 
advances money repayable as an annuity extending over forty 
years on the security of a rent charge under the Land Improvement 
Acts, 1864-99, there was no public institution such as the Credit 
Foncier de France or the Federal Land Banks in the U.S.A. 
specially organised in England to finance agriculture. The 
General Land Drainage and Improvement Company was formed 
by Private Act of Parliament in 1849, the Lands Improvement 
Company by Private Act in 1853, and the Land Loan Enfranchise- 
ment Company in 1863. These companies worked under the 
Improvement of Land Acts, 1864 and 1899, and under special 
Acts of 1849, 1853, 1855, 1859, 1860, 1863 and 1920. All the 
Land Improvement Companies are now amalgamated with the 
Lands Improvement Company, 58 Victoria Street, London, 
S.W.1. They were intended to finance principally improvements 
made by tenants for life under the Settled Land Acts and could 
advance money for periods not exceeding forty years, but only 
for the general improvement of land, not for the purchase of land 
by farmers. The Lands Improvement Company during its 
existence has nevertheless advanced over £14,000,000 and is still 
doing a flourishing business. The Farmers’ Land Purchase 
Company was formed in 1920 to work in association with the 
Lands Improvement Company to lend money to farmers to 
enable them to purchase their holdings. Since its activities are 
now overlapped by the new Agricultural Mortgage Corporation, it 
does not do much business, though it is still in existence. 

(6) The inability and disinclination of joint-stock banks to 
make long-term advances. In a loan census made by the big five 
joint-stock banks in 1923 for the information of the Ministry of 
Agriculture, it appeared that of a total of £46,500,000 traced as 
having been lent to agriculture, £26,000,000 represented loans 
made for the purchase of land, and the remainder, £20,000,000 


-odd, to meet current expenditure. Money advanced by the banks 
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for the purchase of land and for permanent improvements was in 
most instances secured by a legal mortgage of the freehold or 
leasehold purchased or improved. The banks were prepared 
as a rule to renew these advances, which were made usually at 
the rate of 1 per cent. above Bank rate minimum 5 per cent. 
But they were under no obligation to do so indefinitely, and in 
view of their obligation to keep their positions liquid, they in 
most cases reserved the right to withdraw loans on six months’ 
notice at the longest. Apart from an improvement loan obtained 
from the Lands Improvement Company, a farmer obtaining what 
he contemplated as a long-term credit was not faced with any 
previously arranged plan of redemption over a definite period such 
as is provided in a long-term sixty-year redemption loan now 
obtainable from the Agricultural Mortgage Corporation. 

(c) Lack of co-operative organisation among farmers. There 
are a certain number of Agricultural Societies registered under the 
Industrial and Provident Societies Acts, 1893-1928, but they could 
not issue debentures for the purpose of raising credit for their 
individual members by creating a charge on personal chattels, 
unless the debentures were registered as bills of sale. They may 
now issue debentures under Sec. 14 of the Agricultural Credits 
Act, 1928, and such a debenture if registered at the Central Office 
of the Registry of Friendly Societies ranks as an agricultural 
charge similar to the charge given by an individual farmer. 

(d) The fact that a farmer had usually no better security to 
offer for a temporary loan than a bill of sale over his growing 
crops and live-stock. A bill of sale in England carries with it a 
certain degree of social stigma analogous to bankruptcy which 
does not attach to the granting of a chattel mortgage in the 
U.S.A. or similar charge on movable property in other countries. 
This social stigma is something which legislation cannot alto- 
gether eradicate, and it cannot prevent the same social stigma 
attaching to the creation of an agricultural charge under the new 
Act. The Agricultural Credits Act, 1928, does, however, minimise 
its effect by making it a summary offence under Sec. 10 to publish 
particulars of agricultural charges in any newspaper. 

The defects summarised above in the organisation of the 
agricultural industry in this country before 1927 had been obvious 
for many years, but legislation in favour of agriculture was after 
1921 rendered imperative by reason of— 

(i) The world depression in trade and the fall in the price of 
agricultural produce after 1921, which rendered farming under 
existing conditions unremunerative. 
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(ii) The fact that during and immediately after the war many 
farmers had agreed to purchase their farms at what turned out 
to be top prices. 

(iii) The repeal by the Corn Production Acts (Repeal) Act, 
1921, of the Corn Production Act, 1917, which by removing the 
bounties on home-grown wheat let in foreign wheat in competi- 
tion with home-grown grain. . 

(iv) The fixing of farm labourers’ wages under the Agricultural 
Wages (Regulation) Act, 1924, by committees at rates which in 
many districts made it impossible for farmers to cultivate less 
fertile land with any hope of profit. 

(v) Traders and merchants were equally hit by the same 
adverse circumstances and could no longer give extended credit 
in respect of seed and agricultural machinery bought. 

(vi) The refusal of the electorate to give the Conservative party 
a mandate to impose protective duties on food-stuffs. 

(vii) The Milk and Dairies Order, 1926, which required farmers 
to make certain sanitary improvements in their dairies to con- 
form to regulations. 

(viii) After 1926 the burden on former copyholders to pay 
compensation to the lords of the manor for enfranchisement of 
copyhold land under the Law of Property Act, 1922. 

A number of suggestions and recommendations were made on 
the subject, notably in the Majority and Minority Reports of the 
Agricultural Tribunal in 1924. It was hoped that some benefit 
would be derived from the Agricultural Credits Act, 1923, which 
was passed to enable the Public Works Loan Commissioners to 
make advances to any approved association to enable it to lend 
money on mortgage at a rate not to exceed that prescribed from 
time to time by the Treasury. Under the Act the Ministry of 
Agriculture was to promote the extension of agricultural societies 
registered under the Industrial and Provident Societies Act, 1893, 
which were to lend money to members for a period not exceeding 
five years for such agricultural purposes as the Minister might 
approve. Certain alterations were also made in the provisions of 
the Land Improvements Acts, 1864 and 1899, to enable the 
Lands Improvement Company to advance at a rate not to exceed 
such rate as the Minister prescribes. The Agricultural Credits 
Act, 1923, being practically a dead letter, the Ministry of Agricul- 
ture decided to carry out a complete investigation of credit con- 
ditions obtaining in agriculture, and for this purpose appointed a 
departmental committee under the chairmanship of one of its 
officers, Mr. R. R. Enfield, who published the “ Enfield Report ” 
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in 1927. The report brought the joint-stock banks, the Bank of 
England, the Treasury and the Ministry of Agriculture into con- 
ference with a view to removing the disadvantages described 
therein. It took these diverse interests some time to agree upon 
proposals, and the Agricultural Credits Act, 1928, did not become 
law until August 3, 1928. Instead of making further additions or 
alterations in the existing powers of the Lands Improvement 
Company, @ new institution was founded under the provisions of 
the Act called the Agricultural Mortgage Corporation. The field 
of operations of the Agricultural Mortgage Corporation to some 
extent overlaps that of the Lands Improvement Company, which 
has now been in existence eighty years. The procedure for 
obtaining an improvement loan from the Agricultural Mortgage 
Corporation is very similar to that for obtaining an improvement 
loan from the Lands Improvement Company. Lord Clinton is a 
director of both, and the Agricultural Mortgage Corporation has 
profited greatly by the past experience of the Lands Improve- 
ment Company, which has freely co-operated with it, although in 
certain respects they are in competition. The Lands Improvement 
Company has never received a subsidy from the State, whereas 
the Agricultural Mortgage Corporation has received a subsidy of 
£10,000 a year towards its upkeep and a loan without interest of 
£650,000 for sixty years. Accordingly, the Lands Improvement 
Company cannot make improvement loans on quite the same 
advantageous terms. The Agricultural Credits Act, 1928, is 
designed to enable the Agricultural Mortgage Corporation to lend 
on advantageous terms to landowners, particularly to farmers, 
for purely agricultural purposes. Whereas the Lands Improve- 
ment Company may advance money for the redemption of tithes, 
for developing land, for building of residential houses, etc., and 
extinguishment of manorial incidents under the Law of Property 
Act, 1922, the Agricultural Mortgage Corporation has no such 
power. On the other hand, the Lands Improvement Company is 
restricted to making improvement loans and cannot advance 
money on long term mortgage as is done by the Agricultural 
Mortgage Corporation. Another distinction is that the Lands 
Improvement Company has no direct connection with any of 
the banks and is approached direct by the applicant for a loan. 
The Agricultural Mortgage Corporation will deal with an applicant 
only through one of the shareholding banks, and its activities are 
restricted to making advances on land in England and Wales. 
The Lands Improvement Company may advance money for any of 
the purposes for which it may lend money on the security of land 
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in Scotland. These comparisons show that though the Lands 


, Improvement Company may find its operations curtailed in some 


directions, it will probably extend them in others, so that there 
is really ample scope and need for both institutions. 


The Agricultural Mortgage Corporation 


The Agricultural Mortgage Corporation, Ltd., Stone House, 
Bishopsgate, E.C., was formed under Sec. 2 of the Act and 
registered under the Companies Acts, 1908-17, on 7th November, 
1928, as a company limited by shares, having a share capital of 
£650,000 divided into 650,000 shares of £1 each. The capital was 
subscribed at par by ten shareholding banks :—viz. the Bank of 
England, Barclays Bank, the District Bank, Glyn Mills & Co., 
Lloyds Bank, the Manchester and County, Martins Bank, National 
Provincial Bank, Westminster Bank and Williams Deacons. It 
was contemplated that the share capital should be the same as the 
maximum amount which the Treasury under Sec. 1 may lend 
free of interest, viz. £750,000, but the Midland Bank did not 
participate in the scheme, and therefore the amount advanced 
by the Treasury is £650,000, which remains the maximum unless 
the share capital is increased. Counting money as being worth 
5 per cent., this is equivalent to a subsidy of £32,500 per annum 
for sixty years, in addition to which it receives from the Treasury 
under Sec. 1 (1) (ii) £10,000 per annum for ten years towards the 
cost of its administration. Even if the capital is increased the 
advance from the Treasury under Sec. 1 (1) (iv) may not exceed 
£1,000,000. The interests of the State in the Agricultural Mort- 
gage Corporation while its loans are outstanding are safeguarded 
by the provisions in the Act which require that no alteration may 
be made in the Memorandum or Articles of the Corporation 
without the consent of the Minister of Agriculture, and at least 
one director shall be nominated by the Treasury. Sir George 
Barstow, formerly of the Treasury and Government, Director of 
the Anglo-Persian Oil Company was the first director so appointed. 

The Corporation began business on January 14, 1929. It 
obtains its funds (i) from its capital £650,000 subscribed by the 
ten shareholding banks, (ii) from the loan of £650,000 from the 
Government, and (iii) from the sale of debentures which are 
guaranteed by the Government, and by Sec. 3 are made trustee 
securities. £5,000,000 5 per cent. Debenture Stock, 1959-89, was 
issued on June 25, 1929, at par. The Debentures are to be 
redeemed by a cumulative sinking fund provided for in the Cor- 
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poration’s Memorandum and Articles. The intention expressed 


in the preamble to the Act and in Sec. 1 is that the Corporation | 


shall lend sums at rates of interest not higher than required to 
meet its expenditure and pay a dividend of 5 per cent. to the ten 
shareholding banks. In other words, the primary test of the 
success of the Corporation is not to be the profits which it makes 
for the nine shareholding banks, but the amount of the advances 
which it makes at low rates of interest to agricultural holders, 

After paying a dividend of 5 per cent. and making provision 
for reserves as required by the Memorandum and Articles of the 
Corporation, any surplus profit will be utilised in making further 
loans on terms most favourable to borrowers and in reducing 
the interest paid by borrowers on existing loans. 


Long-term Loans up to sixty years made by the Agricultural 
Mortgage Corporation 

The applicant for a long-term mortgage loan must make his 
application through a branch of one of the shareholding banks. 
Under Sec. 2 (3) (c) of the Act and Clause 1 (a) of its Memorandum, 
the Corporation may not advance more than two-thirds of the 
value of the mortgaged property as estimated at the time of the 
loan. As the Corporation has obtained the bulk of its funds by 
the sale of debenture stock to the public, which has been made a 
trustee security with the partial guarantee of the State, it was 
thought undesirable to increase the ratio lest the market price of 
the debentures might be affected. The applicant has to pay the 
costs of tite valuation whether the loan is made or not. The fees 
paid to valuers employed locally by the branches of the share- 
holding banks are settled on a prefixed scale according to the 
amount of the valuation, with a minimum fee of five guineas 
plus expenses. If it becomes apparent to the valuer that it will 
be impossible for him to recommend the advance, he does not as 
a rule complete his valuation and his fee is correspondingly 
reduced. (See Times, March 20, 1929.) 

If the Manager of the Agricultural Corporation is satisfied, 
he instructs the branch forwarding the application to have the 
title searched by a local solicitor. The Corporation pays the cost 
of investigating the title, but the applicant pays the stamp duties 
on the mortgage. 

A mortgage deed is then prepared which shows in a schedule 
on the back how the loan is to be reduced by equal half-yearly 
instalments. The Corporation has an account at each of the 
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Head Offices of the ten shareholding banks, and the money is 
put at the disposal of the applicant by debiting the Corporation’s 
account and crediting the account of the local solicitor, who pays 
it over when the mortgage has been duly executed and the charge 
registered. The applicant is generally required to sign a standing 
order for debiting the amounts of the half-yearly instalments to 
his account and crediting them to that of the Corporation, so 
that repayment on the prefixed redemption scale as set out on 
the reverse of the mortgage deed is automatic. 


Land Improvement Loans made by the Agricultural Mortgage 
Corporation 


Under Sec. 1 (b) of the Act, the Corporation has power to make 
land improvement loans under the Improvement of Lands Acts, 
1864 and 1899. The purposes are taken from the schedule of 
the Land Improvement Act, 1864, omitting those improvements 
which do not affect owners of agricultural land. 

The normal procedure is for the applicant to make application 
through a branch of a shareholding bank on a “ B”’ application 
form. He forwards this with plans and specifications of the 
proposed improvements. The Manager of the Corporation, after 
thoroughly considering the proposed scheme, intimates, via the 
branch of the shareholding bank, whether the Corporation will be 
prepared to lend the money in the event of the applicant obtaining 
a land charge, and what will be the terms of the loan and the 
period of its redemption. If the terms of the proposed loan are 
acceptable to the applicant, the application and the plans and 
specifications are forwarded to the Ministry of Agriculture. The 
Minister of Agriculture then sends down an inspector, who reports 
whether the proposed improvements will effect a permanent in- 
crease in the yearly value of the land exceeding the yearly amount 
proposed to be charged thereon in respect of the improvement 
applied for. The applicant has to pay the costs of the investiga- 
tion of the Ministry of Agriculture, and the Ministry may demand 
security for such costs before the investigation is begun. If the 
Ministry is satisfied, it sends a letter to the Corporation authorising 
it to prepare a Provisional Order for the grant of a rent charge, 
triplicate copies of which are sent to the Ministry. The Pro- 
visional Order creates in favour of the applicant a right to an 
absolute order on completion of the improvements in accordance 
with the scheme to the satisfaction of the Ministry. There is no 


need to investigate the applicant’s title, and he is only a 
No. 158.—vo.. Xt. 
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to forward a statutory declaration that he is a person entitled to 
raise a rent-charge. The Provisional Order is registered by the 
Agricultural Mortgage Corporation as a caution in the Land 
Registry, Lincolns Inn Fields, and a mortgage deed is prepared 
similar to the deed used for the long-term sixty-years redemption 


loan, save that an improvement loan may not outstand in any ° 


case more than forty years. No charge is made by the Corporation 
for considering the application, and the expenses, etc., which have 
been paid to the Ministry may be included as part of the money 
advanced. 

The work having been completed and the Ministry’s inspector 
having satisfied himself that the work is in accordance with the 
plan and specifications, the Ministry of Agriculture makes the 
Provisional Order for a rent-charge absolute, and a certified copy 
of the absolute order is sent to the Corporation, which registers 
it as a Class A charge on the registry. The loan is repaid by equal 
half-yearly instalments as set out in the schedule to the charge. 
The period is estimated to cover the life of the improvement, and 
normally an applicant is not allowed to pay off odd sums at 
irregular intervals, but if he prefers at any time to redeem the 
whole of the loan outstanding, he is allowed to buy up an 
equivalent amount of Corporation debenture stock and surrender 


it at par. 


Short-term Credits obtained from Banks on the Security of an 
Agricultural Charge 


Under Secs. 5-9 of the Act a farmer may now obtain a short- 
term credit on the security of a fixed or floating charge which 
is not a bill of sale and ranks in priority to a bill of sale. A farmer 
who creates a floating charge is in a position analogous to a 
company which has issued a series of floating debentures. He is 
free to deal with the property charged, but must use the proceeds 
of any charged property sold to purchase fresh farming stock, 
which becomes subject to the charge, or must pay the proceeds 
into his account. 

A farmer who creates a fixed agricultural charge on his farming 
stock is in a similar position, but cannot sell property subject to 
the charge save in order to buy property which is substituted, and 
must in all instances pay the proceeds directly into his account. 

If he misapplies the proceeds he makes himself liable to be 
prosecuted for an indictable offence, and if the subject-matter of 
the charge is destroyed he must pay over any insurance money or 
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compensation from the Ministry of Agriculture under the Diseases 
of Animals Acts, 1894-1927, or Destructive Insects and Pests Acts, 
1877-1927, as though it was money received by way of sale to be 
accounted for in accordance with the conditions of the charge. 

An applicant for a short-term loan secured by a fixed or float- 
ing agricultural charge is not restricted to making application to 
one of the nine shareholding -banks of the Agricultural Mortgage 
Corporation as in the case of long-term and land improvement 
loans. The bank must, however, be one of the approved banks 
included in a list kept by the Ministry of Agriculture under 
Sec. 5 (7). All banks which have so far applied have been put 
on the list. These include the bank owned by the Wholesale 
Co-operative Society, and several Scottish banks which have 
branches in England. The apparent intention of the Act was 
that live-stock should be covered by a floating charge, and assets 
of a more durable character, such as milling machinery, were to 
be covered by a fixed charge. In practice bank’s charges are 
expressed always as both fixed and floating charges. It takes a 
fixed charge on all the agricultural assets specified in the schedule 
and a floating charge on all agricultural assets, present and future, 
belonging to the farmer. The farmer at the same time that he 
executes the charge is asked to fill in an A.C. 1 form (or, in the case 
of the borrower, being an agricultural Society giving a debenture 
under Sec. 14, an A.C. 2 form). The manager of the branch 
forwards the form and the charge to Head Office, where it is con- 
sidered and sanctioned by the Branch Inspection Office to which 
the branch belongs and by the Joint General Managers. If the 
loan is sanctioned, the A.C. 1 form is sent to the Land Registry for 
registration within seven clear days of execution. The agree- 
ment is not regarded as complete and the money is not placed at 
the disposal of the farmer until notice has been received from 
Head Office that the loan has been sanctioned and the charge 
registered. The charge is exempt from stamp duty, and the 
only expense incurred by the farmer is the ls. registration fee. 
On the farmer’s repaying the loan the charge is cancelled and 
returned to the farmer and a memorandum of cancellation regis- 
tered, for which another ls. fee is charged. 

Special provisions were inserted in Sec. 12 of the Act to prevent 
a bank which was unsecured or partly secured in respect of 
advances made before August 3, 1928, when the Act came into 
force, obtaining an unfair advantage over other creditors by 
taking a floating charge to cover the advances then outstanding 


and any subsequent advances. The section is so curiously worded 
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that it may mean that if a bank has lent money which was out- 
standing on August 3, 1928, even though it has been subsequently 
repaid, the bank will still have to deduct it from the amount 
secured in respect of any subsequent advances. Consequently 
branches have been instructed by the Head Offices not to lend 
any money on agricultural charges to farmers who owed any con- 
siderable sum to the bank on August 3, 1928. As Sec. 12 remains 
in force until January 1, 1931, very few short-term advances 
will be made until then. L. Lz M. Minty 


REVIEWS 


The Social and Economic Development of Scotland before 1603. 
By I. F.Grant. (Oliver and Boyd. 1930. Pp. xii + 594. 
21s. net.) 


Miss GRant’s book may be compared in several respects to 
Kant’s Prolegomena. In each case there is a new departure— 
with Kant “towards any future metaphysic,” and with Miss 
Grant towards a future economic history of Scotland. For the 
author herself would be the first to concede that her book is not 
such a history, though it is the necessary preparation for it. 
During a long period writers on this subject were content to take 
speculation as fact or to accept the mere assertions of their 
predecessors as if they were facts; indeed up to the end of the 
nineteenth century writings in this field were an interesting 
survival of the uncritical attitude of the monkish chronicles. 
Later, the position was further confused by one tendency towards 
assuming that English development at early times was repeated in 
Scotland, or by the contrary attitude that, since it was discovered 
to be different in some respects, it was altogether different. 
Meanwhile the work of a number of societies in printing manu- 
scripts, and the publication of Calendars of State Papers, were 
gradually providing material, though even at the present time 
much that the economic historian requires remains unpublished. 
A curious coincidence emphasises this point. In the same month 
that Miss Grant’s book was issued there also appeared the 
“ Copiale Prioratus Sanctiandree”’ a substantial volume of 527 
pages printed from a MS. discovered by Professor Baxter at 
Walfenbiittel. The fact that it is one of a group of nine Scottish 
MSS. which had been “ borrowed” shows that Scottish manu- 
scripts wandered as far as Scots Soldiers; and it will be necessary 
eventually to extend the search for Documents to the Continent. 

It follows that Miss Grant has been confronted with a most 
difficult problem. She has to present a picture, based on the 
available evidence, which will have some form and at the same 
time will not strain that evidence. In doing so she contrives by 
suggestion, rather than explicit statement, to show the great 
number of places in which more light is required before the way 
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of the student can be discerned, even faintly. This requires a 
high degree of skill, and, as might be expected from the author of 
Everyday Life on an Old Highland Farm, she undertakes her 
solution in the spirit of regarding “‘ the arrangement of historical 
matter as much more an art than ascience.” Also, during the 
period covered, the great problem of Scottish social and economic 
development was concerned with the possession of land; and, 
as regards primitive Scottish agriculture, she has absorbed not 
merely the technique but the essential spirit—“ that strange 
persistence of more ancient things that survives dumb and re- 
cessive and yet part and parcel of the life-stream of the race.” 
Further, one cannot but be impressed by the wide range of Miss 
Grant’s sympathy and insight. At one end of the scale important 
confirmatory evidence on a point of considerable moment is 
obtained by a comparison of Highland and Lowland fairy tales: 
at the other, after quoting evidence as to certain forms of organ- 
isation, she is careful to state that there are not sufficient instances 
to establish a general conclusion. It is highly skilled craftsman- 
ship to make a story of wonderful fascination to Scotsmen, and 
one which cannot be neglected by any who treat economic and 
social development comparatively, and at the same time to 
impress on the reader how much remains to be discovered before 
the picture can be seen with a due balance of light and shade. 
In this respect the book seems to mirror the troubled soul of the 
people in the period which it describes—ceaseless effort and 
striving, yet with the ultimate result in the far distance, only at 
most to be hoped for. 

The significance of Miss Grant’s brilliant work thus lies in its 
suggestiveness for the future. Especially it makes one think, 
and it is not to be taken as derogatory of its great merits that 
one wonders sometimes why, even with our present imperfect 
knowledge, some parts have not been treated more fully or 
differently. At the beginning, the era before 1057 (the beginning 
of the reign of Malcolm ITI) is described as ‘‘ pre-history ” and is. 
dismissed in nine pages. In the whole source-material of history 
there is no part that has been so thoroughly examined as Scottish 
archeological remains; and, even if the results as regards eco- 
nomic development are scanty, much more could have been 
gleaned. Then “that mysterious people, the Picts,” is not so 
mysterious after all. A good deal can, for instance, be extracted 
about their social conditions from A. B. Scott, The Pictish Nation. 
One would think that, if Miss Grant’s sympathies are not too 
deeply enlisted by the Gael, she would be rather fascinated by 
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the task of restoring the Pictish literature, which, it is now urged, 
the Gaels stole, in the spiritual sense of translating it and giving 
it out as their own—the exact reverse of Macpherson and Ossian. 
Also it would provide her with an earlier case of the tragedy she 
sees in the fali from the golden age (relatively to the one that 
succeeded it) of the twelfth and thirteenth centuries. It is to be 
feared that the golden age was much alloyed. Thus William the 
Lion (1165-1214) is said to be responsible for the “law that is 
called claremathan,’’ which shows that, even already, cattle- 
lifting had become an institution. 

An omission may be noticed, namely, that there is no reference 
to usury during the medieval period. Is this accidental or is it a 
fact that Scotland was the only civilised country where Church- 
men avoided reference to the condemnations of so many councils ? 
Though the latter seems unlikely, should it chance to be so, the 
fact would be of great significance. 

Yet again Miss Grant makes one think. During the period 
that the wealth of Britain consisted of wool and its products, 
how did it come that Scotland was not more prosperous ?—for, 
relative to its total area, the amount of land specially suitable 
for sheep was a much higher proportion than in England. Wool 
was exported at a very early period. Hence the natural conditions 
were suitable for a highly profitable trade. The obvious explana- 
tion would probably be that the wars with England and the 
continual civil strife consumed the stock. The picture merits 
the sombre brush of Dante—the rigorous execution of “ letters 
of fire and sword,” the coasts of Fife a haunt of pirates, the 
murderers of Cardinal Beaton maintaining themselves against 
the remnant of law in the castle of the murdered man for a period 
of two years, so that, as Miss Grant says, by 1587 the country 
was “‘ at the nadir of lawlessness,”’ and a contemporary writer of 
the previous century exclaims, “I have seen the injuries which 
are done, the tears of the innocent, the helpless and the destitute, 
who cannot resist violence and have none to comfort them.” 
Yet this explanation is not altogether satisfactory, since the 
Church was the great flockmaster. The Church owned much 
more than half the wealth of Scotland. It is by no means im- 
probable that the value of its wool was three-quarters of the 
whole product of the country. Now, was disorder so great that 
contending nobles committed sacrilege in raiding the patrimony 
of the Church? One scarcely would think so unless definite 
evidence were produced, all the more since in the English invasion 
of 1545, while no less than 248 towns and villages were destroyed, 
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the same fate was meted out to only seven monasteries and 
*“‘frear houses”’—though the former included the abbeys of 
Kelso and Melrose. One is inclined to regard the provisional 
hypothesis that the sheep were inferior. It is true that Hector 
Boethius (circ. 1460), Munster (1550), Ubaldini (1588) have been 
quoted as speaking of the fineness of Scottish wool. It seems 
possible that there is misinterpretation here, but one cannot 
speak positively. The words of the second are “ nullibi melior 
et tenerior lana,” and of the third, “ non piccola parte di quella 
delicata et gentile.” Itis certain that at the end of the eighteenth 
century there were universal complaints of the bad quality of 
Scottish wool. This was attributed to deterioration of the breed 
of sheep. Now it appears from a Report of the Highland Society, 
associated with the names of Sir John Sinclair and Dr. Anderson, 
and printed in 1790, that on the mainland the original sheep were 
extinct and were only to be found in Shetland. These were 
“* the kindly sheep ”’ and the “‘ beaver sheep”; both had fine wool, 
but the yield per sheep was small. The latter had fine wool 
only about the neck; the remainder of the body was covered 
largely or altogether with hair or bristles. Thus it seems as if 
the evidence available may be interpreted as showing that 
sixteenth-century accounts of the quality of Scottish wool were 
not untrue, but that the quantity per sheep was small. There 
is other evidence tending in the same direction. Accordingly, 
on this basis, one important cause of the slow economic progress 
of Scotland may have been the low yield of wool per 1,000 acres. 
The quality probably remained good, but the quantity was 
deficient—at least in part and quite possibly in the main through 


peculiarities of the breed or breeds of sheep. 
: W. R. Scorr 


The Early History of Banking in England. By R. D. Ricwarps, 
Ph.D., B.Sc. (Econ.) Lond. (P. S. King & Son, Ltd., 
London. 1929. Pp. xx + 319. 15s. net.) 

Select Statutes Documents and Reports relating to British Banking, 
1832-1928. Selected with an Introduction by T. E. Gre- 
cory, Sir E. Cassel Professor of Banking and Currency in 
the University of London. (Oxford University Press. 1929. 
Vol. I, 1832-44, pp. lx + 147; Vol. II, 1847-1928, pp. viii + 
391. 21s. net, or Vol. I, 10s. 6d., Vol. II, 12s. 6d.) 


THESE volumes cover the infancy and manhood of banking in 
this country. It is true that Dr. Richards in his eighth chapter 
professes to give the “ salient features of English banking history 
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in the eighteenth and early nineteenth centuries,” but after 1707 
his sketch is very perfunctory indeed. The history of banking 
under the Bank of England’s monopoly, the growth of country 
panking, and the financing of the Napoleonic wars all require to 
be re-examined with direct reference to the original sources. 
Dr. Richards has been able to throw much light on early history 
by his research in documents hitherto not examined, and it is to 
be expected that as much illumination would be derived from a 
similar exploration of State and private documents of the eigh- 
teenth century, and from a collation of the extensive permanent 
and fugitive writings on financial topics of that period. Professor 
Cannan, in The Paper Pound of 1797-1821 and in his re-issue of the 
Report of the Bullion Committee, and Professor Gregory, in his 
introduction to the new edition of Tooke and Newmarch’s History 
of Prices, have provided the raw material for studying the currency 
problems arising out of the finance of the war with France, and in 
the volumes before us Professor Gregory takes up the-story at a 
time when “ British banking had already advanced some stages in 
the process of adaptation to a more complex economic environ- 
ment.” Through controversy and crisis his documents lead us to 
the re-establishment of the gold standard in 1925 and to the 
amalgamation of the note issues in 1928. 

It is difficult to say enough in praise of the two works before 
us. Dr. Richards has had perhaps the more attractive task in 
depicting the emergence and gradual development of financial 
organisation and in narrating the early struggles of a great 
institution. His account is full of colour and vigour, and, once 
begun, it is not easy to lay the book down. Contemporary books 
and pamphlets, manuscripts previously not examined, the early 
Court Minute Books of the Bank of England (hitherto shrouded 
from the public gaze), “ the earliest ledgers and other documents of 
the historic banking houses of Hoare and Child,” the contemporary 
Minute Books of the Treasury, have been placed at his disposal or 
been discovered by him, and out of them he has woven a clear and 
succinct narrative. Professor Gregory’s account is more sedate 
in form, but it covers such excitements as the unrestrained con- 
troversies that raged round the Bank Act of 1844, the crises of 
1847, 1857, and 1866, and the finance of the European war. He 
has reprinted the chief Acts of Parliament, given illustrative 
extracts from the Reports of, and evidence given before, Select 
Committees, and drawn on the contemporary comments made at 
times of crisis by The Times and the Economist, and the whole of 
his subject-matter is held together by an Introduction in which, 
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with admirable clarity, are discussed the fundamental principles 
of banking which underlay all the disputes and came to the surface 
in times of great emergency. 

Trade with the Continent led to dealing in foreign moneys and 
to the assignment of mercantile debts by means of the bill of 
exchange. By the time of Elizabeth “ the merchant, the broker, 
the scrivener, and the goldsmith became prominent as financial 
intermediaries,” and Gresham was the first English financier to 
raise Royal loans from private citizens. Wealthy merchants lent 
moneys to the State and carried on exchange transactions, 
Brokers were in part pawnbrokers, but some undertook the 
business of exchange and developed into bullion-dealers or into 
stock-jobbers who dealt in the shares of the trading companies, 
which were becoming numerous. The scriveners who wrote 
bonds or contracts acquired “ an intimate knowledge of financial 
and mercantile transactions,’ and in the seventeenth century 
were recognised custodians of deposits for which they found 
employment. “It does not appear from the available contem- 
porary evidence that the goldsmiths were outstanding figures in 
the London money market of Elizabethan and Jacobean times ” ; 
they were primarily jewellers and lapidaries and occasionally 
money-lenders. 

If the scrivener was the primitive banker of the early seven- 
teenth century, his place was taken after the Civil War by the 
goldsmith bankers. They received deposits on which they paid 
interest, made loans, discounted both inland and foreign bills of 
exchange, dealt in bullion and foreign moneys, and financed 
the warlike operations of the State. The receipt which the 
goldsmith gave, acknowledging the receipt of money left in his 
charge, developed into an assignable instrument when the gold- 
smith was allowed to use such deposits. It took the form of a 
promissory note issued by the goldsmith as a loan, and sometimes 
had no metallic backing; it wascurrency. The next step was the 
drawing of a cheque by the depositor on his deposit ; such date at 
least from the 1670’s. It seems unsound, however, for the author 
to consider that “the immediate precursors of the modern 
cheque ”’ were the orders drawn on the Exchequer by officials or 
pensioners requesting payment of ‘“ debentures ” due to them to 
be made to some specified persons; an assignment of salary or a 
direction for payment to be made to an agent is not a cheque. 
Houses like those of Vyner, Backwell, Meynell, Whitehall, and 
others were very powerful. Backwell kept deposits of other 
bankers and financed the Dunkirk expedition. 
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After the Restoration the tally for a loan to the Exchequer 
bore interest, and the repayment order or “order of loan” 
accompanying it was assignable by endorsement; such orders 
were frequently discounted by goldsmith bankers. ‘‘ Fiduciary 
orders ’’ were nextissued by the Exchequer, not in acknowledgment 
of loans but as charges on subsequent revenue; they were, in 
truth, an inflation of the currency. Between 1667 and 1671 large 
numbers were discounted by the bankers, and the inability of the 
revenue to cover repayments led to the suspension of cash pay- 
ments in 1672, known as the ‘‘ Stop of the Exchequer.” The 
debt due by the Crown, mostly to goldsmith bankers, was about 
£2,250,000, and the suspension brought many to ruin. In 1674 
Charles II authorised payment of £140,000 as interest, and in 1677 
the remaining debt was charged at 6 per cent. on the Hereditary 
Excise, each banker assigning his share pro rata to the depositors 
concerned as his creditors. This may be regarded as the 
beginning of the National Debt, and the amount due was ultimately 
extinguished in 1723. Dr. Richards deserves great credit for the 
discovery of two Exchequer books of account containing a large 
part of the transactions involved in the “Stop,” and for thus 
clearing up the history of an event hitherto obscure. 

The gross failure of the issue of paper money by an incom- 
petent and embarrassed Exchequer turned men’s minds to the 
establishment of some institution which would provide a sufficient 
supply of currency. Many plans, from 1571 onwards, were pro- 
posed for a national credit institution, varying in character from a 
Mont de Piété to a central bank. Gradually, they took the form 
of projects for a land bank, based on mortgages of real estate, and 


- Asgill, Barbon, Briscoe, and Chamberlen promoted such banks in 


1695 and 1696. Run with varying degrees of sanity and honesty, 
they had a brief and hectic career. Another wild-cat institution 
was the Million Bank with its speculations in life annuities, while 
the Orphans’ Fund of the City of London, with its offshoot the 
Bank of the City of London, by speculating in Government loans 
brought the City’s finances to the verge of collapse. Dr. Richards 
has gathered together much interesting information regarding this 
crazy quilt of finance, whose main importance is that it repre- 
sented the yeasty condition of the London money market. If the 
metaphors are mixed it is because no plain statement can describe 
a situation so mixed with crankiness and common-sense. 

This was no favourable miliew for the foundation in 1694 of 
the Bank of England “ for the better raising and paying into the 
Receipt of the Exchequer the sum of twelve hundred thousand 
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pounds ”’ at 8 per cent., and various attempts to give it a monopoly 
culminated in the Act of 1707 forbidding partnerships of more 
than six persons to engage in banking in England. From the 
early Court Minute Books Dr. Richards has extracted much 
curious and interesting detail as to the development of the bank- 
note and the cheque and as to the financing of William III’s 
campaigns on the Continent. These need not be dealt with here. 
The infant Bank, however, in 1696 had to make a partial sus- 
pension of cash payment, because, while as agent for the Govern- 
ment it was calling in the old debased coinage, it did not receive 
the new coin from the Mint in sufficient quantities. But by the 
end of the first decade of the eighteenth century it had established 
its position and had undertaken the circulation of Exchequer 
Bills for the Government. Here Dr. Richards’s history really 
ends. 

It would be tedious to give a list of the documents in Pro- 
fessor Gregory’s two volumes, and, in truth, a reviewer can have 
no excuse for copying out his author’s ‘‘ Contents ” pages. Those 
in the first volume deal with the inquiries and controversies 
leading up to the Bank Act of 1844. These began with the 
triangular fight between the Bank of England, the country banks, 
and the joint-stock banks which after 1825 could be established 
outside a sixty-five mile radius from London. The modern idea 
of a Central Bank was then unfamiliar, and views as to note-issues 
were, to say the least, confused. The practice and professed 
principles of the Bank of England were often in conflict. To 
summarise the discussion here is impossible, but the first twenty- 
four pages of Professor Gregory’s Introduction will be found an 
admirable guide through a land covered with thickets and thorns. 

The second volume is divided into three parts. The first deals 
with the crisis of 1847, that of 1857, the Overend Gurney crash 
of 1866, the Baring crisis of 1890, and the American crisis of 1907. 
The second part contains documents relative to the regulation of 
joint-stock banks and to private note issues, while the third covers 
war and post-war legislation. Issues of consequence in banking 
policy emerged by 1858—the “‘ relaxing power,” the ability of the 
Bank Directors to act against their own immediate interest, the 
discount rate as a means of market control, the Bank as the 
‘* ultimate reservoir of credit ’’ and the bill market, the rate of 
interest on deposits. Discussion of these points occupies the 
admirable seventh section of the Introduction. 

The proper constitution of a Bank is now settled, and the 
ancient quarrels regarding the suitability of joint-stock banking 
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seem like the battles of the kites and crows. To the perusal of 
Professor Gregory’s summary one may suggest to the student to 
add a reading of The Amalgamation Movement in English Banking, 
by J. Sykes, B.A., M.Com. (P. 8. King & Sons, Ltd.). 

“The characteristic feature, economically speaking,” says 
Dr. Gregory, “‘of British banking in the three-quarters of a 
century before the war is the gradual elimination of the private 
banker and the growing size of the banking unit.” The strength 
of the joint-stock banks lay in their ability to raise capital, and 
the power to expand, so arising, naturally led to the absorption of 
other banks. ‘The limit to the expansive movement of each 
bank is such an organisation as will represent the maximum degree 
of inter-local compensation of risks and resources: the limit to 
the expansion of all banks taken together will be given, in so far 
as they are guided by calculations of pure profit and loss, by the 
general growth of the economic organism in which they are 
operating. But competition may easily force expansion beyond 
this point, both as regards any single bank or all banks taken 
together.” With this development the old antagonism between 
the Bank of England and certain of the joint-stock banks had to 
come to an end; otherwise, the Bank could not properly function 
as a Central Bank. ‘“‘ The balance of power really lay with the 
joint-stock banks. They could always drive the brokers into the 
Bank at a moment of crisis, and thus get gold or notes out of the 
Banking Department; and, in the end, if the Bank wanted to 
avoid disaster, it was in any case bound to help solvent banks.” 

As to the effects of currency legislation during the war, Pro- 
fessor Gregory thinks, with some justice, that “it is even now 
doubtful whether at any time during the war the responsible 
authorities were fully aware of what they were doing.” The 
“ Cunliffe limit ” of 1919 to the issue of uncovered Treasury notes 
he regards as ‘“‘the cause of the check to the upward trend of 
prices and of industrial expansion which marked the second half 
of the year 1920,” an opinion which can by no means be accepted 
simply and unconditionally. He does not express a view as to 
the economic propriety of the return to the gold standard in 
1925, but concludes his Introduction by saying that, “ with the 
passage of the Act of 1928 the seal has for the time being been 
put, not only on the efforts to repair the damage inflicted by the 
war upon the British currency standard, but also on the long effort 
to amend the Bank Act of 1844, which began with the Report of 
the House of Lords Committee in 1848.” A safe, if somewhat 
cryptic, saying ! Henry W. Macrosty 
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Great Britain from Adam Smith to the Present Day. By Pro- 
Frssor C. R. Fay. (London: Longmans. 1928. Pp. 460, 
12s. 6d.) 


ProFeEssor Fay’s book immediately takes place in the front 
rank of the now numerous volumes dealing with nineteenth-century 
economic history; and it has the additional merit of carrying 
the story over the boundary of the century right up to contem- 
porary affairs. The book would be a fine achievement by an 
author who had constant access to published and unpublished 
sources in this country. As the work of one who has for many 
years lived overseas it is indeed remarkable. What Professor 
Trevelyan did for the nineteenth century as a whole, Professor 
Fay has now accomplished for its economic aspects. 

The author groups his work into four main sections—Fiscal 
Policy and Finance, Trade and Transport, Agriculture and 
Industry, and Life and Labour. In the first he deals with the 
policy of Premiers and Chancellors from Walpole to Gladstone 
(the last name great enough, in his view, to head a chapter); in 
the second, with the development both of overseas trade and of 
internal communications by way of canals, roads and railways, 
including two particularly useful chapters on the growth of 
British ports and the transmission of news. In Part III Pro- 
fessor Fay manages to breathe fresh life into the tale of Boulton 
and Watt, Kay, Crompton and the rest; while the last chapters 
cover the growth of Friendly Societies, Trade Unions and the 
Co-operative Movement. 

The book as a whole belongs definitely to the narrative- 
informative, as opposed to the philosophic, type of history. The 
author has a story to tell, and he tells it as such, permitting 
himself hardly ever the luxury of a generalisation. Indeed, this 
is the secret of the book’s charm and interest, as well as of its 
usefulness as a storehouse of facts. There are no sententious 
platitudes about laissez-faire and collectivism (the only chapter 
which approaches these, that on Dogma and Revolt, being 
decidedly the least successful in the book): there are few tend- 
encies and fewer ’isms. Instead, the author has given us facts, 
concrete, picturesque (accurate!) and remarkably interesting. 
Indeed, Professor Fay has a most rare and refreshing gift for 
making facts live without dragging elaborate deductions from 
them, and for illuminating old knowledge from a new angle. A 
few examples may illustrate this. Thus the social importance 
of the Napoleonic war is at once assessed by a series of figures 
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showing matriculations at Cambridge rising undisturbed from 
1800 to 1815. Again, how many historians trouble to tell us 
that the hydraulic press, the publican’s pull-over tap and the 
water-closet all have a common origin in Bramah’s application 
of the principle of the forcing pump? Or that it was evening 
classes at the Birkbeck Institute that first set Thomas of steel 
fame on to his researches ? 

If the book has a fault, it is that of over-condensation. There 
are no unnecessary sentences: hardly one indeed that does not 
tell you some historical fact. Consequently the strain on the 
reader’s attention is at times severe; and this is aggravated by 
typographical compression, for the page is uncomfortably crowded. 
Occasionally, also, the author assumes familiarity with matters 
not specifically mentioned in a manner that may be puzzling to 
the unlearned. Thus, on p. 49 a reference to the term “ natural 
outlet ” within the meaning of the Navigation Laws is hardly 
intelligible without further exposition of the actual substance of 
the laws. 

These, however, are details. It remains true that Professor 
Fay has given us a first-rate history with a peculiarly personal 
quality that it is difficult to convey by description. He has 
collected much new material, and served up old familiar things 
with the sauce of new and piquant detail. This is history as it 
should be written. BaRBARA WOOTTON 


The Industrial Development of Birmingham and the Black Country, 
1860-1927. By G. C. Auten. With an Introduction by 
J. F. Rees. (Allen and Unwin. Pp. 479. 25s.) 


Wirx this volume Professor Allen has entered hitherto 
untrodden territory; for though in recent years several writers 
have traced the fortunes of particular industries over varying 
periods of time, none has attempted to survey the life-history of 
an industrial region, and few have had the courage to carry their 
story to the present day. 

In one respect the author had good fortune. Although 
Birmingham and the Black Country present an almost bewilder- 
ing diversity of trades, the area is homogeneous in its economic 
life, and its boundaries are susceptible of closer definition than 
those of perhaps any other of the major industrial provinces of 
Britain. As early as the seventeenth century Birmingham had 
entered upon her career as marketing centre and manufacturer of 
those highly finished and composite products the cost of which is 
largely the remuneration of skilled labour. The Black Country, 
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on the other hand, concentrated on the primary processes of 
mining and smelting, and the production of commodities more 
intimately dependent on the extractive industries. Mr. Allen 
exhibits this contrast at many points of time, and his account of 
the attractive, holding and expulsive forces determining the 
localisation of trades will form a rich quarry for teachers who are 
weary of the stock illustrations. 

The dominant theme, however, is the anatomy of industry 
in 1860 and the following decades. Seventy years ago the 
economic life of the district hinged on the factor, who co-ordinated 
the activities of scattered and specialised domestic workers, 
supplied raw materials and sometimes fixed capital, made weekly 
advances of cash, and directed the distribution and sale of the 
finished product. Sometimes the home-worker evolved, first, 
into a shop-owner, and then into a factory employer. But even 
in late Victorian times the factory in this area showed marked 
features of its domestic ancestry; and the typical manufacturer 
relied on sub-contractors to hire, supervise and pay the workers 
in his establishment. In the absence of regulation the system 
was almost inevitably associated with truck, with the exploitation 
of child labour, and with the permanent indebtedness of both 
workers and sub-contractors. 

Only slowly did industry in the Midlands pass from the 
domestic and sub-contracting stages into the factory system with 
its centralised administration. Industrial legislation and the 
growth of joint-stock enterprise aided the process; but it was 
mainly through the rise of new industries superseding the old 
staples that the modern wages contract spread. As the coal- 
mines of South Staffordshire became exhausted or drowned out, 
as Bessemer and open-hearth steel took the place of wrought iron, 
heavy industry moved to the coastal coal-fields. And at the 
same time national and international forces too numerous to 
specify were destroying the demand for the product of Birmingham 
craftsmen and Black Country hardware workers. From the 
ruins of these handicrafts there sprang, however, the new machine 
industries producing cycles, motor-cars, electrical apparatus, 
food-stuffs and artificial silk; for the area with its rich diversity 
of industrial experience formed ‘a reservoir of the kind of skill 
and technical knowledge required.”” The story forms a fascinat- 
ing study in adaptation, a corrective to the conception of industry 
as an architectural structure to be underpinned when bad times 
come, and a vindication of the view of it as an organism working 
out its salvation by adjusting itself to the economic milieu. 
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The effect of the war and the post-war depression was to 
accelerate tendencies in operation before 1914 and to call for 
“ economic resilience ’’ in an even higher degree. If, as Mr. Rees 
suggests in his judicious introduction, the West Midlands have 
anticipated the course which British manufacture is to take, the 
volume must be indispensable to the student of contemporary 
problems. Dr. Allen shows that the rise of new industries offering 
well-paid employment in Birmingham was compatible with low 
wages and unemployment only a few miles away in the Black 
Country. He thus gives historical support to those who hold 
that relief must come to the industrial North and to South Wales 
to-day by the growth of new activities in these places rather than 
by a transference of labour to other areas. Again, the experience 
of the Black Country suggests that British industries suffering 
from foreign competition are likely to do better by concentrating 
on higher-grade products than by attempting to win back the 
bulk trade. Economic history written, as it should be, by an 
economist whose eye is on the past because he is alive to present 
tendencies, may indeed serve as a guide to policy. 

Enough has been said to indicate the high merits of the 
volume. It remains to point out some minor defects. There are 
obvious misprints on p. 28, 1. 8, p. 167, 1. 23, p. 361, 1. 8, and 
p. 417, 1. 19. By a curious slip, “East” and “ West” are 
transposed on the compass rose of the map on p. x, and this is 
perhaps why Dr. Allen writes ‘‘ western”? where he means 
“eastern ’’ on p. 4, 1. 3, and p. 5, 1. 30. Perhaps where so much 
is offered we ought not to complain of omissions; but more 
discussion might have been given to trade unionism in an area 
where it has developed distinctive characteristics, and some 
reference might well have been made to the growth of organised 
marketing in Birmingham. The book suffers from repetition, 
and statements that are arresting on a first appearance sometimes 
appear jaded after a fifth or sixth encore. But the most serious 
defect is that, though the chapters dealing with earlier history are 
well documented, there are relatively few references to sources in 
the last third or half of the book. The author pleads that many 
of his informants desired anonymity, and urges that the matter is 
not serious, since readers can check his statements by consulting 
business men in the area. But it detracts from the value of what 


might have been, and may still be, a permanent work of reference. 
T. S. ASHTON 
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Industrial Efficiency and Social Economy. By Nassau W. SENtIor. 
Original MSS. arranged and edited by S. Lzon Levi. (P.§, 
King & Son. (Vol. I, pp. xxiii + 375; Vol. II, pp. ii + 422. 
32s.) | 


Nassau WILi1aM SENIOR, first Professor of Political Economy 
at Oxford, is after Ricardo and Mill the most important figure 
among the English classical economists. In many ways indeed 
his claims are not inferior to Mill’s. It is true that he possessed 
neither the wide philosophical vision nor the passion for human 
improvement which make Mill the Saint of the Social Sciences. 
But in the more strictly technical fields he had an analytic power 
at least equal to Mill’s, and an originality and imagination in 
many ways superior. Mill’s Principles and his Essays are 
essentially a systematisation of the classical system. They sum 
up what has gone before rather than point the way to what is 
to come after. Senior’s Political Economy and his various tracts, 
although written for the most part considerably earlier, are 
incomparably more forward-looking, more progressive—at once 
more critical of Ricardo, and more fertile of new invention. He 
discards the wage fund in its more rigid form, anticipates the 
produce theory, revolutionises the theory of costs and interest, . 
and recognises, if he does not work out, the significance of 
marginal utility. In the theory of international trade his 
development of the Ricardian theory is so striking as to be 
equivalent to innovation. Longfield apart, there is no classic 
with so modern a flavour. Indeed, if a list were to be compiled 
of those who, before Marshall, added most to the technical equip- 
ment of economic analysis in this country, a good case could be 
made out for putting Senior rather than Mill between Ricardo 
and Jevons. 

For this reason, therefore, when some twelve years ago it was 
announced that the Strachey family had discovered several 
volumes of manuscript lectures by Senior, all good students of the 
classics felt that an event had occurred second only in importance 
to the discovery of the Ricardian manuscripts. It was improbable 
that the new lectures would prove so illuminating as the Letters to 
McCulloch or the Notes on Malthus. But it was not excluded that 
another set of lectures as important as the Lectures on the Cost of 
obtaining Money would be forthcoming. 

Alas, poor Senior has been as unfortunate in his editor as 
Ricardo has been fortunate. It is difficult to imagine an 
academic catastrophe more lamentable than that which has 


[| 
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befallen these lectures. To begin with, Mr. Levi, who discovered 
and edited them, seems to have had singularly little knowledge of 
the published work of the man whose manuscripts he was editing. 
The present volumes, which purport to be a symposium of all that 
is best in Senior’s work on Political Economy, contain no reference 
‘of any sort to the three Lectures on the Cost of obtaining Money— 
certainly the most important single thing that Senior ever wrote. 
The lectures on wages are not quoted; and there is no evidence 
that Arrivabené’s French version of the early Oxford lectures has 
been used at all. Yet surely a collation of that work with the 
manuscripts of the old lectures was the first duty of any editor. 
But this is the least of Senior’s misfortunes. Not every 
classical economist can hope for a Cannan or a Hollander. But 
he can at least hope that his manuscripts will be respected, that 
they will not be mutilated and made to serve purposes manifestly 
other than he intended. If any such hopes were entertained by 
Senior, they were doomed to very grievous disappointment. Not 
content with the distinction of having assisted in the discovery of 
the manuscripts, Mr. Levi must needs conceive the incredible plan 
of dissecting them and of using them with other of Senior’s works, 
likewise dissected, to make an up-to-date text-book on Economic 


- Principles suitable for the use of students. Accordingly, armed 


with scissors and paste, he has industriously dismembered 
the newly-discovered texts, often even severing paragraph 
from paragraph, and recombined the fragments with other frag- 
ments of such of the other works as he happened to know of, 
to make the two-volume monstrosity before us—Industrial 
Efficiency and Social Economy by Nassau W. (sic) Senior—for all 
the world as if Senior were some recently defunct and hitherto 
unheard-of pundit of the Middle West whose literary remains had 
been piously brought together by the sorrowing relations and 
Mr. Levi. 

Nor is that all. Not only are the new and the old thus 
hopelessly entangled, but in the body of the book there is afforded 
no means of distinguishing them from one another. Mr. Levi 
positively boasts that there are no footnotes to distract the 
reader’s attention! If he wishes to discover the origin of the 
passage he is reading—and altogether the work is composed of 
four hundred and two fragments !—he has first to turn up 
Appendix II at the end of the second volume. There he will find, 
not the actual reference, but a mysterious symbol referring to yet 
another Appendix. Thus if he wished to discover the origin of 


the starred section 5 on page 10, Volume I, he will find, on 
T 2 


UNE 
TOR. 
P. 
422, 
omy | 
gure 
leed 
ssed 
man 
ces, 
wer 
1 in 

are 
t is 
cts, 

are 
nce 

He 

the 
est, . 

of 

his 

be 
3sic 
led 
ip- 

be 
rdo 
vas 
ral 
the 
ice 
ble 
} to 
at 

of 

as 
an 
as 


274 THE ECONOMIC JOURNAL [JUNE 


reference to Appendix II, Volume II, that it belongs to R.A.P., 
To discover what R.A.P."6 signifies, he must consult Appendix I, 
Volume II, where he will find that it is Senior’s Address to the 
British Association in 1860. And so on. 

The result is fatal. The manuscripts might just as well have 
remained hidden in the Strachey library. Who is going to wade 
through seven hundred pages never knowing where he is unless 
he makes eight hundred and four references to the appendices 
at the end of the second volume? Mr. Levi seems to be 
conscious that it is possible that exception might be taken to his 
procedure. But it was forced upon him, he says, by his know- 
ledge of Senior’s expressed desire eventually to publish a com- 
prehensive treatise. Poor Senior! one can imagine the satis- 
faction with which his cultured shade must welcome the belated 
collaboration of Mr. Levi—ZJndustrial Efficiency and Social 
Economy by Nassau W. Senior ... But what was Mr. Levi 

thinking when he did it? Did he really think that it was a 
service to scholarship and the memory of Senior to mutilate and 
bury his unpublished thoughts in this futile jumble of clippings ? 
Did he really imagine that the reflections of a classical economist, 
however acute and however richly embellished with editorial notes 
on Market Conditions in the Cotton Industry during the period 
after the Armistice (Vol. II, p. 29), Religious Bigotry in America, 
(Vol. II, pp. 369-70) and the Deficiencies of St. Paul’s views on 
Women (Vol. I, pp. 274-75) was likely to furnish a convenient 
text-book for the use of modern students? Apparently so. But 
we should like to know whether this conviction is shared by the 
eminent scholars whose criticisms and suggestions are acknow- © 
ledged in the introduction—Professor Seligman, Mr. Higgs, 
Professor Hollander. . . . For ourselves, we confess that we 
can only regard the whole work as the most grotesque monu- 
ment of misdirected industry in the whole history of economic 
scholarship. 

It is one of the limitations of the world as it is that as a general 
rule you can’t unscramble eggs. But fortunately this particular 
dish could be unscrambled. Presumably the Strachey family 
has not parted with the copyright of the manuscript lectures, and 
presumably Mr. Levi has not been allowed to chop the originals 
into little pieces. We suggest that it is only due to Senior that 
they should now be published in their original form. They could 
not be guaranteed a very wide sale. They would never be used 
as a text-book for students. But their publication would enable 
scholars to do justice to an economist whose work has been 
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neglected and misrepresented in the past, and whose literary 
remains have now suffered this most humiliating and damaging 


violation. 
LIoNEL ROBBINS 


\ Wealth and Life: a Study in Values. By J. A. Hopson. (Mac- 


millan and Co., Ltd. 1929. Pp. xxxii + 489. 15s. net.) * 


Even the most cursory glance at Mr. Hobson’s book, which 
appears to be his definite (though not, one hopes, his final) 
message to the world as the result of alifetime of study and observa- 
tion, is enough to make the most dauntless reviewer shrink from 
his task. One longs to be back in the heroic days of the Edinburgh 
and the Quarterly, not only because they were spacious, but 
because, as Mr. Birrell says (though not on the subject of his 
predecessors), the reviewers could ‘“ write out of their own heads,” 
that is to say, take the book under notice as a text and write an 
essay on its subject. That, however, would not be fair to Mr. 
Hobson, and yet one despairs at handling a volume which touches 
on almost every realm of human thought outside physical science. 

His object is to relate economic values to human values, first 
to interpret money values in terms of goods and services, which 
must then be “‘ evaluated by the total effects which by the terms 
of their production and consumption they exert upon human 
personalities and communities regarded as economic wholes.” 
He conceives of man “ as a psycho-physical organism, Welfare 
emerging in an organic harmonious co-operation of interrelated 
physical and mental activities.” In society fresh values are 
created, and while freedom is restricted in some directions, it is 
broadened in others, but “ the danger of associations is in com- 
pelling or inducing the unlike into conformity.” Higher standards 
of value have been evolved as life became more complex, and 
initiative and leadership by the few have led the many to accept 
these higher standards and so to progress. There emerge, also, 
two classes of value, ‘‘ those elements of value which are common 
to mankind and those which are strictly personal,” and civilisation 
enables the latter to grow on the soil of the former. ‘ The 
highest value attaches to the conduct and the emotions which 
sustain society in the elaborate structure it has attained, and assist 
it to further useful modes of co-operation.” 

At this point the author confronts economic with ethical 
values, and, finding that the old doctrine of a ‘‘ natural harmony ” 
resulting from the free operation of ‘‘ economic laws ” had long 
since broken down, declares that ‘‘ if, as we hold, the real problems 
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of modern economics are mainly the control of economic resources 
by the intelligent will of man, economics, as art, becomes a 
branch of human conduct.” ‘‘ We cannot admit as the objective 
of economic activities either the yield of material goods which 
these activities produce, or the ‘ psychic income’ which they yield 
as assessed in terms of current deservedness or satisfaction, 
without reference to their intrinsic desirability.” The dominant 
idea of to-day is that of organic unity, and the economic activities 
in men or groups of men are inseparable from all “the other 
activities which these organic beings display in all operations 
concerned with the production and utilisation of economic or 
marketable goods.’”’ Economics in future will play its part in a 
federalism of the social sciences under the control of a social 
philosophy embracing all human conduct. 

Passing to “the actual working of economic processes and 
institutions,’ Mr. Hobson examines the idea of property. Pro- 
perty is justified in that, created by his labour and used to his 
advantage, it contributes to a man’s personality, subject to the 
equal right of everyone to utilise the resources of nature, and 
carrying with it the prohibition of idleness living on the labour of 
others. Modern progress has separated consumption from 
production. ‘“‘ The modern man of property has seldom touched 
or seen any piece of the concrete wealth of which he is joint 
owner ”’ (surely an exaggeration !). ‘‘ Property for use ” has been 
replaced by “ property for power,” and is defended on the plea that 
it is used as a trust for the community—that community which by 
inequality of distribution has been deprived of the ability to care 
for itself. The community, moreover, powerfully co-operates in 
production. 

“ Economic institutions are ethically sound so far as they are 
effective instruments for the realisation of personality and 
community,” but instead of community we have “the large 
number and variety of group discords within the economic system, 
produced by a social determination of values and prices which is 
regulated by arrays of economic force and not by any principle of 
distributive justice or regard for human welfare.” Out of the 
general produce the expenses of maintenance of the productive 
organism must first be met, but as industry progresses a surplus 
emerges, which is now appropriated in rents and quasi-rents. 
This economic surplus is “the sole source and substance of 
economic progress,” but ‘“‘ the economic system, as administered 
at present, makes no adequate provision for the rational and 
equitable distribution of surplus wealth.” ‘‘ The co-operative 
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unity of the economic system is established, maintained, and 
regulated by an elaborate mechanism of markets.’’ Exchange is 
operated by bargaining, but there is no equality of economic 
strength. ‘‘A poor man cannot bargain with a rich man on 
equal terms, either for the sale of his labour or for the purchase of 
the commodities he buys with his wages.’’ And in bargaining 
immediate selfish ends alone are regarded. 

Such is a rough skeleton of Mr. Hobson’s indictment of econo- 
mic society. His scheme of equitable distribution can only be 
sketched even more roughly. The communist ideal, “from each 
according to his powers, to each according to his needs,” is 
sublime ethically, but a practical ideal is required. This will be 
based on “ needs ” or “ ability to use” with security and variety 
of work. The incentive of private gain has diminished as the 
individual entrepreneur has yielded place to the salaried official 
of a company, but the high ability of a great organiser or inventor 
should, in the interests of society, be specially rewarded though 
not allowed unchecked exploitation. Labour is demanding a 
share in the control of industry, which is “‘ an essential condition 
for the growth of the sense of industry as a public service.” The 
human cost of industry can be reduced and its productivity 
increased by improved processes and organisation, and in this 
way the sense of social service can find room to grow as an incen- 
tive to work. Present methods of saving lead to loss and mal- 
adjustment in the application of capital. With greater security 
and improved intelligence the general body of the workers will 
save more. “If, as is probable, an increasing share of new capital 
will be provided out of public revenues, state or municipal, raised 
from taxation upon ‘surplus’ elements of income, there is no 
ground for supposing that it is necessary to leave such surpluses 
in private hands in order to get their contribution to the saving 
fund.” We need new standards of consumption, we have to 
guard against the standardising of taste by mass production, 
we have to study the function of the State in providing means of 
common enjoyment. There has hitherto been no scientific and 
qualitative inquiry into consumption; it is a “ fine art.” 

The State has four lines of policy—protection, ‘‘ a more equal 
and equitable apportionment of the product of industry,” national 
development, and the utilisation in the common interest of the 
economic surplus in excess of the “ private incomes needed to 
evoke and stimulate the productive activities of mind and body 
in the various classes of workers.” ‘The chief desiderata of 
economic welfare, productivity, and economic justice, are im- 
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practicable without international government . . . invested with 
sufficient federal power to override the selfish policies of surviving 
national interests and animosities operative in the economic 
field.” Money is ‘‘ at once the symbol and the instrument of 
economic power,” but one result of the Great War “ has been the 
blow struck everywhere at the moral confidence in money.” The 
national Central Bank should aim at the stabilisation of prices, 
and a federal international bank should issue an “ international 
currency” and “ govern the distribution of the international 
money among the national central banks.” 

Long as this review is, much has been left out—including all 
the refinements of the argument, and all temptations to criticise 
have been put aside. \The book is Mr. Hobson’s testament, the 
summing-up of his life’s work. It is stimulating, even where 
many would consider it impracticable, but one must reflect 
that the impossible of to-day is often the commonplace of 
to-morrow. \Even now the reviewer is drawn back to criticise 
the views expressed on many economic doctrines which to him 
seem mistaken or due to misunderstanding, but that would mean 
writing another review. It has seemed more useful to give to the 
possible reader some hint of the contents of the book; if he is 
acquainted with economic theory he will find out the “ heresies ”’ 
for himself, and, if he is not, he will do well to remember that the 
authors criticised may have something to say for themselves. 
Finally, the book would have gained in many parts if severe 


compression had been exercised. 
Q Henry W. Macrosty 


The Economics of Inheritance. By Jostan WeED@woop. (George 
\ Routledge and Sons. 1929. Pp. 276. 12s. 6d.) 


Tus is one of the relatively small class of books that may be 
said to make a definite contribution to economic knowledge, and 
a contribution, moreover, of serious practical importance. The 
author has an extremely logical mind whose reasonings he is not 
afraid to follow; neither is he afraid to seek the fullest possible 
data upon which to base his conclusions. 

Mr. Wedgwood accepts as common ground the view that the 
existing inequality in the distribution of wealth in this country is 
socially undesirable. In his opening chapter he examines the 
relations between inequality and productivity with a view to 
finding out how far we must put up with our present system of 
distribution in order to make sure that we have something to 
distribute. He comes to the conclusion that the arguments for 
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inequality may be easily exaggerated; that for an adequate 
supply of capital—that rock on which so many equalising pro- 
jects split—we may increasingly rely on the corporate savings of 
companies and public authorities, and that we must not overlook 
the increased productivity (due to greater efficiency of the poor, 
better distribution of national resources and the end of the idle 
rich) which a more nearly equal distribution would itself promote. 
The real issue here is, of course, quantitative. We are all pre- 
pared to admit that there is something in Mr. Wedgwood’s argu- 
ments (though some of us ignore them till they are thrust upon 
our notice, which alone is sufficient justification for this chapter). 
The important questions are: how much does each of these 
arguments weigh, and which side does the balance fall? These 
Mr. Wedgwood naturally cannot answer, for they are unanswerable 
except by experiment. He cannot be blamed for not telling us 
just how much more the sweated worker would produce if he had 
another half-crown a week or how many millions.corporate bodies 
might be induced to save if private savings wilted under the 
disappearance of a very rich class. Nevertheless, it is on the 
answers to these questions that the possibilities of equalising 
experiments do, in fact, depend. 

Mr. Wedgwood’s work has therefore more definite practical 
value when he proceeds to inquire how great is the part which 
systems of inheritance play in maintaining unequal distribution. 
This is introduced by a very acute analysis of the direct and 
indirect effects of inheritances. Mr. Wedgwood distinguishes six 
factors which must affect the relative influence of inheritance on 
distribution in different countries or at different times; namely, 
inheritance laws; systems of taxation; the extent of philan- 
thropic bequests; marriage customs; the size of families; and 
the degree of stability of political and economic systems. These 
are then discussed in detail in the following chapters. Among the 
conclusions which emerge is the fact that the influence of the 
continental legitim system in moderating the tendency of inherit- 
ances to create inequality has been much exaggerated. 

The author next turns to inquire what proportion of British 
property has been inherited. The sources of information on 
which he chiefly relies in this investigation are, first, the statistical 
data as to the growth of property between 1885 and the outbreak 
of war, and, second, a study of 200 sample estates, the preliminary 
results of which have already appeared in the Economic JOURNAL 
of March 1928. While there are considerable gaps in the figures 
upon which Mr. Wedgwood must draw, his statistical work is 
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exceedingly careful. The margin of error in his conclusions must 
be traced to the defects rather of his materials than of his workman- 
ship. He finds that “‘ the proportion of the total property before 
the war derived from inheritance may be put at round about 
three-fifths,”’ this figure being the mean between the results of two 
careful calculations which differ considerably. From his analysis 
of sample estates Mr. Wedgwood concludes further, “‘ that of the 
men in the upper and middle classes at the present day, about 
one-third owe their fortunes almost entirely to inheritance 
(including gifts inter vivos), another third to a combination of 
ability and luck with a considerable inheritance of wealth and 
business opportunity, and the remaining third largely to their 
own activities. ... As regards the women, who now hold 25 
to 30 per cent. of the property in these classes, it is probable that 
nearly all their fortunes are due to inheritance and marriage, 
augmented, no doubt, to some extent by saving out of the income 
from these sources.” At the other end of the scale we learn that 
“not one in a thousand of the sons of working men (or wage- 
earners) ever accumulate as much as £10,000.” 

With the theoretical justification of unrestricted freedom of 
inheritance Mr. Wedgwood is not impressed. Against the argu- 
ment from established expectations he puts the counter-claim 
that it is at least as unfair to establish unreasonable expectations 
as to disappoint those which are already established; and he has 
only ridicule for the ‘“ curious idea ” that large inheritances are 
desirable as an incentive to industry on the part of those who do 
not receive them. He is inclined also to belittle the part which 
freedom of bequest plays in stimulating the industry and accumu- 
lations of those who may have something substantial to bequeath. 
In the whole of his discussion of the relation between freedom of 
inheritance and the motives of industry Mr. Wedgwood inevitably 
encounters again the same lack of quantitative information as 
made his opening chapter inconclusive. Here too his general 
arguments are sound, as far as they go; but how far that 
is no one can tell. 

The final chapters on equalisation of inheritances by taxation 
and proposals for the reform of the British Death Duties are 
interesting, particularly for the new criticisms which the author 
has to make of the Rignano scheme. Admitting that if a Rignano 
duty were perfectly administered it would have no discouraging 
effect on saving, he compares this type of tax, much to its dis- 
advantage, with his own proposal for a simple tax graduated on 
the size of individual inheritances. In particular, he points out 
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that the Rignano tax neglects the fact that what a man saves is 

ly determined by what he inherits, and that it differentiates 
against short-lived heirs; though these objections apply with 
much less force to what is generally known as the modified Rignano 
principle than to the original scheme of three rates of tax designed 
to wipe out a property in three generations. Mr. Wedgwood 
would couple with his own inheritance tax the confiscation of 
intestate estates where no near relative survives. 

Mr. Wedgwood writes in a sensible and businesslike style. 
His argument being very closely reasoned, the book requires 
(even from those who are prepared to omit the statistical appen- 
dices) careful reading; but it fully deserves the compliment of 
this attention from all serious economists. 

BarBaRA WooTton 


i The Statistical Method in Economics and Political Science. By 
P. Saraant Fiorence. (London: Kegan Paul, Trench, 
Triibner & Co. 1929. Pp. xxiv + 521. 25s.) / 


/ In many respects this somewhat formidable volume sets out 
to provide what is unquestionably needed, namely, to organise 
the field of work within which the economist and the statistician 
may furnish the most effective help, each to the other. J Within 
the last generation there has been built up, slowly and pains- 
takingly, a body of material that may provide working illustrations 
of the principles with which the student of economics is concerned. 
In some measure, as by indicating the appropriate place, in the 
systematic study of economic and connected matters, at which 
particular varieties of statistical data find their most useful or 
important application, Professor Florence is able to render to 
the student of economics of to-day a service which, a generation 
ago, could not have been provided. The student of that time 
who recognised the need of ascertaining the relative magnitudes 
of the economic forces concerned in the problems presented to 
him, sighed, for the most part vainly, for the evidence without 
which economic analysis seemed to run some danger of de- 
generating into mere logomachy. Things were, in reality, not 
as bad as they seemed, since sound common-sense, in the case of 
some teachers almost deserving the description “ inspired,’’ did, 
in fact, permit of steering a safe course in waters inadequately 
surveyed. The present volume appears to lean, in places, to- 
wards exaggeration of the mistakes of navigators thus ill equipped 
with reliable charts. That there were mistakes it would be 
absurd to deny. But no great service seems likely to be rendered 
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to his students by a teacher who permits to himself the réle of 
the guide concerned to direct the attention of his followers to 
errors of his predecessors in traversing roads as yet unknown to 
his hearers, in preference to leading them along the safest routes 
known to him and indicating the signs by which those routes 
may be recognised. 

Fortunately, though one division of the present volume left, 
at first reading, an impression by no means pleasing in this respect, 
the book as a whole aims at construction rather than at destructive 
criticism. It claims to sketch the modes of association of in- 
ductive economic reasoning and statistical research. It shows 
how various pieces of statistical information may be used to test 
the validity of assumptions underlying economic arguments. 
It goes further at one point, in proposing that the prime approach 
to economic study might properly be made statistical. ‘The 
order I advocate begins with the overt manifest phenomena— 
facts, events, deeds, terms of exchange; and tries to investigate, 
interpret, and explain these phenomena after they have been 
accurately measured and summarised ”’ (p. 251). 

In so far as this procedure corresponds to the use of De- 
scriptive Economics as an introduction to Economic Theory, 
there is no reason for expressing a divergent opinion. In not a 
few cases, students possess so elementary a conception of essential 
economic facts and institutions that there is a risk of much waste 
of effort in propounding economic theories to such students. 
To these, a study of the nature of the economic facts with which 
theoretic studies are concerned is unquestionably a helpful 
preliminary to embarking on those studies, a fact that has not 
been without due recognition in university curricula. 

Our author himself recognises, however, one very important 
weakness in his proposed approach to the explanation of the 
relations of economic facts to each other and to other groups of 
facts. As he says in various places, the statistical demonstration 
that different sets of facts are closely associated in their variation 
cannot provide proof of a causal association between them. For 
that recourse must be had to other lines of argument. In addition, 
he is, though it does not appear prominently in the book, doubtless 
aware that the range of results of statistical studies applicable 
to the problems with which he is concerned is very far from ex- 
haustive, and the demonstration that a few selected groups of 
facts are not in conflict with a given theoretic conclusion cannot 
be accepted as a proof of the general, not to say universal, validity 
of that conclusion. Another feature of the present volume is 
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that the critical examination of the credibility of the statistical 
data cited is, in principle, not undertaken. Many sound principles 
which should guide the collector of statistical records are laid 
down, but some of the material used would, perhaps, be worth 
testing by the application of those principles. The ingenuity 
with which data, in the assembly and arrangement of which other 
criteria have been principally concerned, are cited as illustrations 
of the existence of interesting and important features of the 
economic structure of our society, is to be admired, even though 
some, doubtless unworthy, hesitation may, here and there, suggest 
itself to a reader respecting the reliability of the data for the 
purpose for which they are used. At least they illustrate the 
manner in which statistical inquiry might be co-ordinated with 
economic study. 

Within the space available for a review in this JOURNAL, any 
attempt to discuss particular features, even if they were essential 
to the main purpose of Professor Florence’s volume, must be 
rejected. He has so arranged his exposition as to facilitate the 
formation of a sound conception regarding the mutual relations 
of different lines of argument and of investigation. There are 
several matters of secondary importance in this connection which 
invite criticism, of which, in spite of the impossibility of dealing 
with each in turn, it may be permitted to mention one, namely, 
his repeated insistence that prime costs vary exactly proportion- 
ately with the quantity of the output of the product concerned 
(cf. p. 323). The possibility of purchasing more favourably 
the materials needed to fill large orders than those needed when 
smaller orders are undertaken does not appear excluded from 
considerations appropriate to the problem. The mention of 
this case may serve to illustrate the occurrence, within the very 
large range of matters with which the volume is concerned, of 
some that are disputable—as there are a few manufactured 
words that appear to the present writer to be unnecessary and 
not wholly agreeable. 

The book is remarkably well provided with means of reference, 
in an analytical table of contents and an extensive index. The 
inclusion of a statistical glossary, in which are presented explana- 
tions of various terms used in connection with the mathematical 
treatment of statistics, is a useful device in sparing the author the 
necessity of explaining such terms in his text, and leaving him 
to deal with other matters, free from such interruptions. A 
footnote (p. 496) professing to give a formula for finding median 
and quartile positions in an enumeration of items appears, how- 
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ever, to be lacking in precision. For the median in an array of 


n items, that numbered 5 “F ; is given, and for the lower quartile 


that numbered it ; The simple case in which n is not a 


multiple of 4 seems to leave something to be desired in the 
definition, but a more common case, that in which the distribution 
dealt with is made up of numbers occurring within the limits of 
specified ranges of units of measurement, does not seem to be 
ideally met by the formula announced. A. W. Fiux 


The Australian Tariff : an Economic Inquiry. By J.B. Briapen, 
D. B. Copuanp, E. C. Dyason, L. F. Gipirn and C. H. 
WIcKENS, with a Foreword by the Prime Minister. (Mel- 
bourne: University Press. 1929. Pp. 232. 2s. 6d.) 

The Prosperity of Australia: an Economic Analysis. By F. C. 
Benuam. (London: P.S.King. 1928. Pp.276. 12s. 6d.) 


AN inquiry into the economic effects of the Australian tariff, 
conducted at the special invitation of the Prime Minister of 
Australia by three professors, the Commonwealth Statistician, 
and a member of the Melbourne Stock Exchange, raises expecta- 
tions of a Report of first-rate importance. The Report itself 
exhibits a breadth of conception, a patience in complex statistical 
research, and an anxiety to preserve complete impartiality of 
approach which will not fail to impress every reader; even 
though, possibly on account of multiple authorship and the relega- 
tion of statistical calculations to appendices, the body of the 
Report is not always consistent and free from ambiguity. The 
anxiety to be impartial is perhaps a little overdone. ‘‘ When 
the Prime Minister asked for a Report on the workings of the 
tariff we had to confess,” states the Authors’ Prefatory Note, 
“that we had no reasoned opinion about it—that the job of 
squaring general ideas with the Australian actualities had always 
been deferred by each of us to some more convenient season.” 
The confession may bewilder readers who remember Professor J. B. 
Brigden’s closely reasoned article in the first number of the 
Australasian Economic Record (November 1925, “‘ The Australian 
Tariff and the Standard of Living ’’), contending that “ the effects 
of free trade would be to reduce the standard of living in a growing 
population engaged upon primary production until it could com- 
pete with manufactured imports.” Perhaps the explanation is 
to be found in the ensuing controversy (Economic Record, Nos. 2, 
4, 5), continued from 1925 to 1927, between Professor Brigden and 
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the acute-minded author of The Prosperity of Australia, which 
now also comes to us for notice. 

It is not proposed to do more in this review than examine what 
appears to be the main conclusion of this provocative Report. 
In the authors’ words, although ‘“‘ some applications and exten- 
sions of protection have been wasteful,” nevertheless “‘ the evidence 
available does not support the’ contention that Australia could 
have maintained its present population at a higher standard of 
living under free trade” (p. 1). Even ‘“‘ the same average income 
for the same population could not have been obtained without 
protection ” (p. 5), although “ it is quite certain that without the 
tariff it would have been possible to have obtained a larger national 
income per head—but for a considerably smaller population. 
The maximum income per head for Australia would probably be 
obtained by reducing it to one large sheep-run with the necessary 
subsidiary and sheltered industries and a few rich mines—and a 
population of about two million people.” This latter rash con- 
jecture is not supported by argument and will not be dwelt upon 
here. 

It is quite conceivable that a policy of protection may so divert 
production that the optimum size of population is increased, 
although at the same time one would expect the production per 
head at the new optimum point.to be lower than that obtainable 
at the optimum point under free trade. The contention in the 
Report, however, goes farther than that. It says that the 
Australian population already exceeds what would be the optimum 
size under conditions of free trade, and that under free trade the 
production per head would have declined as the population 
increased from the optimum to the existing size to a point below 
the smaller figure now obtained under protection. On what reason- 
ing is this supported ? 

The answer is disappointing. The authors make no attempt to 
visualise life in an Australia that had never known protection, 
and do not bring out the futility of attempts to estimate statistic- 
ally the economic condition of Australia under free trade. The 
laborious statistical work contained in this book cannot help 
us to picture the state of Australia if protection had never been 
introduced, nor even what it would become if protection were 
either suddenly or very gradually removed. 

What the authors do in fact give us is firstly an estimate of 
“the crude cost of protection,” defined as “ the excess prices 
above the price of free imports which are charged for protected 
Australian products.” “‘ The amount paid in duty on imports of 
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protected commodities is not to be reckoned crudely as a cost of 
production, as it is required for Government expenditure, though 
the method of taxation is open to criticism ”’ (§ 74). ‘‘ For our 
present purpose we may assume that the direct effect of Customs 
and Excise taxation on industry would be the same without 
Protection, or with a modification of Protection, as at present ” 
(§ 100). The estimate itself is lengthy, involving an arbitrary 
guess as to the relation between average selling prices and the tariff 
rate for each class of goods, and finally expresses “‘ the crude cost ” 
as equivalent to a ten per cent. increase in prices. Whatever this 
crude cost may be, it clearly is not a comparison of price levels 
under protection and free trade. There are no grounds for the 
implicit assumption that Australian production would either have 
taken the same form or amount to the same volume of each 
product in the absence of protective tariffs. 

The authors proceed to estimate in great detail, but with many 
admittedly arbitrary assumptions as to the “ use’ made of the 
protective tariff by various classes of industry, that £150,000,000 
of production in Australia is aided by protection, and the guess is 
made (as the result of unpublished sample inquiries) that one-half 
of it would cease with the withdrawal of protection. They then 
set themselves the task of inquiring whether, in the hypothetical 
circumstance that the extra crude cost of Australian production 
(as estimated) was eliminated, the export industries might expand 
to offset the loss of half the protected industry. They conclude 
that such an expansion would be unlikely, although they them- 
selves do not place great confidence in their method of estimate. 
More important from our point of view is their rejection of such 
expansion as undesirable, even if it were sufficient to offset the 
loss of protected industries, on the amazing grounds that it would 
“maintain”? only 470,000 workers (unless work-sharing were 
resorted to by a return to protective tariffs) instead of the 750,000 
who are needed at present to obtain the equivalent production in 
the industries completely dependent on the tariff. Instead of 
welcoming labour-saving improvements, knowing that it never 
has been possible to say in advance where the able-bodied labour 
which is liberated will find the more useful work with which it is 
subsequently occupied, the authors have the odd 280,000 so much 
on their minds throughout Part VI of their report that they come 
very close to regarding the provision of work as the prime object 
of production. 

_ Dr. F.C.Benham’smasterly economic analysis of the prosperity 
of Australia was published in February 1928, a few months after 
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the Prime Minister’s committee set to work. His powers of lucid 
exposition are here utilised to present in absorbing manner the 
results of much competent statisticalinquiry. A statement of the 
meaning of prosperity and of the means of testing it are followed 
by careful estimates of the national wealth and its distribution. 
The second half of the book is devoted to an examination of the 
effects of two important aspects of public policy in Australia— 
wage regulation and protection—on the determinants of pros- 
perity, recourse being had with much success to the use of 
statistical evidence in support of general reasoning. Dr. Benham 
concludes, firstly, that “‘ attempts to reduce inequality of earnings 
through wage regulation (involving interference with the price 
mechanism) affect adversely both the community as a whole and 
wage-earners themselves’; and secondly, that ‘‘ the prosperity 
of Australia would have been considerably greater under Free 
Trade, since the detrimental effect of Protection upon its first and 
most important determinant, Production, has not been offset by 
any net gain to the other five determinants,” viz. the real terms 
of External Trade, the real terms of External Debtor and Creditor 
Relations, the real National Assets per head, Working Conditions, 
and the Distribution of the National Income. 

One might reasonably have expected the Report of the Com- 
mittee to indicate that the authors had given greater attention to 
Dr. Benham’s study of protection than would appear from the 
fact that the only mention made of it is the acceptance of his figure 
for the national income. On one matter, however, both works 
are in strong agreement. They press for more adequate expert 
examination of applications for tariff assistance through the agency 
of a standing economic research staff, independent of political 
policy and freed as far as possible from governmental and other 
pressure. Experience elsewhere may raise doubts as to the possi- 
bility of securing a full measure of independence for such a Board, 
but to the need for some such permanent expert assistance to the 
Australian Tariff Board both books provide abundant testimony. 

ARNOLD PLANT 

University of Cape Town. 


Gold Movements. By Ernzia. (Macmillan. 


Pp. 114. 6s.) / 
Dr. Ernzia’s aim is “ to deal with international gold move- 
ments mainly from a practical point of view.” After an intro- 
ductory chapter he proceeds to consider the direct or immediate 


motives of gold movements, and classifies the transactions (apart 
No. 158.—vo.. xu. U 
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from those which are merely “‘ administrative ”’) as “‘ commercial ” 
or “ special.”” The former are undertaken for profit, the latter not, 
The special transactions are undertaken mainly by public authori- 
ties, such as central banks, but occasionally by private firms for 
the sake, e.g., of publicity. 

Dr. Einzig thinks that the special transactions have increased 
relatively to the commercial since before the war. This is possible, 
but not certain. How often before the war did not financial editors 
call attention to gold movements which broke the rules of the text- 
books! The great gold reserves that were accumulated between 
1900 and 1914 were mainly built up by “ special ” transactions. 

Dr. Einzig refers to the co-operation of central banks, and 
particularly to agreements as to their non-interference with each 
other’s gold reserves, and he points out how easily such agreements 
can be evaded, in that a central bank, without itself arranging the 
importation of gold, can readily so influence the market that gold 
will be attracted. 

The part of the book dealing with these topics is interesting 
and well handled. When he passes from the direct motives to the 
ultimate causes of gold movements, the treatment is less satis- 
factory. Of course no very thorough exposition could be expected 
or would be appropriate in one brief chapter in a book of no more 
than 90 pages (apart from appendices). But the summary, even 
within the necessary limits, might have given a more adequate 
idea of the mutual relations of internal and world price levels, and 
the balance of payments. And it is not really helpful to say that 
“at any given moment the balance of payments is bound to be in 
equilibrium, for an excess of imports of goods and services is 
automatically and immediately offset by a corresponding increase 
of the balances of external indebtedness.” That statement (made 
not infrequently by other writers besides Dr. Kinzig) disregards the 
special position of outstanding balances of indebtedness due to or 
from the dealers in foreign exchange. 

But after this point Dr. Einzig reverts to his practical stand- 
point and deals with his subject with entire success. He throws 
light on various refinements in the necessary calculations of 
bullion dealers and banks, e.g. in regard to the financing of 
transactions in bullion. 

\. In the concluding chapters Dr. Einzig has some useful sug- 
gestions to make. He asks for much more systematic statistics of 
gold movements. And he advocates an international conference 
to regulate the demands of central banks for gold. 

R. G. HawtTREy 
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\phe Bank for International Settlements. By Pauw 
(Macmillan. Pp. 179. 7s. 6d.) / 


Ir may be confidently anticipated that Dr. Einzig’s book is 
the precursor of a numerous tribe of works on the same subject. 
He is to be congratulated on having offered thus early an ex- 
position of a project which may have a profound influence upon 
the monetary affairs of the world. 

He has something to say as to the functions of the Bank as 
the channel for the payment of German reparations, but he regards 
“the so-called ‘auxiliary functions’”’ as “by far the more 
interesting and important. The change in the system of repara- 
tions mainly concerns Governments. It does not directly affect 
the business world or the man in the street, nor does it excite the 
imagination of the public. On the other hand, the international 
banking activities of the institution are calculated to exercise a 
direct effect upon the actual financial situation, and upon the 
system of international financial intercourse.” ~ ‘ 

Dr. Einzig is very much alive to the wide possibilities of the 
Bank. He sees it, in the future, improving the spirit of co- 
operation between central banks, regulating the demand for gold, 
stabilising the international price level, eliminating abnormal 
discrepancies between interest rates. 

7 One of his most interesting chapters is on a “‘ world bank rate.” 
A uniform world bank rate he shows would be an impossibility. / 
“Tt appears that the right solution must be to fix the re-discount 
rate and the rate for advances to meet the particular circum- 
stances of each individual case, taking into consideration the rate 
at which the Bank itself can borrow in the same currency ” (p. 86), 
and he suggests that ‘‘in order to avoid any ill-feeling, the rates 
applied to various central banks should be treated as strictly 
confidential ”’ (p. 87). 

‘There is one fundamental question which Dr. Einzig has not 
adequately elucidated; he does not make clear what use the 
central banks will make of their deposits at the International Bank. 
In a chapter on the credit resources of the Bank, he points out the 
inflationary possibilities in the form of unlimited lending. But he 
does not stop to ask what payments a central bank will have to 
make from the credits created in its favour. £ 

The international clearing system adumbrated in the Young 
Report, which is adversely criticised by him in Chapter X, looked 
forward to a reproduction of the Gold Settlement Fund of the 
Federal Reserve System. Clearing deposits, backed by gold, were 
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to be used for settling the mutual liabilities of the central banks. 
But, as business is at present carried on, the mutual payments of 
central banks are not an important matter. Anything like the 
Gold Settlement Fund would mean a revolutionary substitution 
for the existing foreign exchange market of a system of settlement 
through central banks. And this proposal was quietly dropped by 
the organising committee. 

If the functions of the Bank for International Settlements as 
the Central Bank of central banks are to have any significance, it 
will be through the central banks being enabled to treat their 
deposits with it as foreign exchange reserves equivalent to gold. 
That is a matter for the legislation or for the administrative 
practice of each of the countries concerned to determine. 

If all the participating central banks undertake to buy and 
sell cheques on the Bank for International Settlements at rates 
close to gold parity, the path is open to a co-ordinated inter- 


national credit system. 


O R. G. HawTREy 
YA 


\The Recovery (of Germany. By Jamzs W. ANGELL, Associate 
Professor of Economics, Columbia University. (New Haven : 
Yale University Press. London: Humphrey Milford, Oxford 
University Press. 1929. Pp. xix + 425. 18s.) \ 


\. Dr. ANGELL’s book contains what is probably the best study 
of Republican Germany from the economic standpoint which has 
yet been made by an expert.\ A book of this type can only be 
undertaken and marketed at ‘a reasonable price when behind 
writer and publisher is the practical co-operation of a public- 
spirited sponsor. Dr. Angell has worked to the commission of 
the American Council on Foreign Relations, and that body is to 
be complimented both upon its own timely enterprise and upon 
its choice of an investigator. The task of the latter was to 
collate the essential facts regarding the economic development 
of Germany since the war, to explain the principal causes of the 
recovery which has taken place since the opening of the era of 
stabilisation in 1924, to take stock of the present situation, and 
to attempt some sort of estimate of the country’s reasonable 
prospects. This task he has achieved with marked success. 
His book is a sound piece of workmanship. While economic 
facts are presented with severely scientific impartiality, the 
human element is never lost sight of, and this fact, together 
with the writer’s lucid style, holds the reader’s attention. 

Beginning his survey with the revolution of October 1918, 
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Dr. Angell in the course of some 80 pages traces the course of 
events during the stormy period which preceded the institution 
of the republic and the enactment of the Weimar constitution ; 
summarises such of the provisions of the Treaty of Versailles as 
bear directly upon Germany’s economic life and fortunes; deals 
in broad outlines with the inflation period and the causes which 
produced it, assigning responsibility and blame for the resulting 
disaster where justly due, and exculpating neither the French 
nor the German Government; and gives a compact yet clear 
exposition of the Dawes Plan. 

As to this first Plan, while he does full justice to its merits 
and the spirit which prompted it, he points out that it cannot be 
claimed to have set Germany at once on her feet again. What 
it did was to put an end to an intolerable situation; the effective 
causes of the subsequent recovery were the systematic “‘ rational- 
isation ’” of German economic life and the influx of foreign money 
which became possible under stabilisation. . 

The larger and most important part of the work is taken up 
by a detailed examination into the later progress and the present 
position of the greater industries of the country—coal, coke and 
lignite, iron and steel, machinery, electric power, textiles, and 
chemicals—the position and policy of labour in the changed 
political conditions, foreign trade, and national income, expendi- 
ture, taxation, savings, and indebtedness; while the last chapter 
treats of the causes which led to the Paris Conference of last 
year and the resulting Young Plan, explains what the Plan is, 
and considers its probable influence upon Germany’s economic 
development, present and future. Finally, a series of sixteen 
appendices contain a large amount of statistical data which 
usefully supplement the text. 

It will be seen that Dr. Angell’s book covers much ground 
which other writers have explored before him, though none has 
done it so thoroughly. What will chiefly interest most readers 
are the conclusions to which his investigations have led him. 
It is noteworthy that while he appears to have begun his narrative 
in some distrust of Germany’s future, his faith clearly increased 
as he proceeded. The reason for this may be that the earlier 
chapters were written before the adoption of the Young Plan, 
which brought light into many dark places. Briefly, Dr. Angell 
holds that, in spite of certain present elements of weakness and 
strain, Germany is steadily recovering and will eventually recover 
entirely, even if the reparations had to be paid to the last mark, 
which would be a big assumption. He does not overlook the 


INE 

ks, 

3 of 

the 

ion 

ent 

by 

as 

, it 

eir 

Id. 

ive 

nd 

er- 
ite 

n: 

rd 

ly 

as 

be 

id 

ic- 

of 

yn 

to 

nt 

1e 

of 
le 

ic 
e 

3, 


292 THE ECONOMIC JOURNAL [JUNE 


difficulties created by the fact that the reparations can only be 
paid by exported goods which the creditor countries, illogically 
but comprehensibly enough, are unwilling to receive; but he 
believes that these difficulties will be overcome. After all, not 
every nation has its hand in Germany’s pocket and purse; there 
are far more neutral than ex-belligerent countries in the world, 
and some of these offer large markets which have not been ex- 
ploited as yet to the extent they deserve. So the conclusion to 
which he comes is that the future is hopeful. He writes : 

“ Despite the loss of territory under the terms of the Treaty 
of Peace, the aggregate volume of production is materially larger 
than it was in 1913, the average prosperity of the people as a 
whole is a little greater, and Germany’s industrial leadership on 
the Continent has been conclusively re-established. The pros- 
pects for the future are good. It is true that any period of 
sustained general prosperity such as prevailed in the years just 
before the war is probably still a long way ahead. From the 
economic point of view, Germany is and will be a country working 
under burdens which by every standard must be judged severe, 
chiefly the burden of reparations and of the service charges on 
foreign capital... . But that Germany’s expansion will con- 
tinue in coming years seems assured. The great source from 
which it will come is the progress of the German industrial and 
commercial techniques—techniques which are already as good 
on the average as the standard prevailing in other European 
countries or better, and which there is every reason to think will 
continue to advance. The road marked out for Germany through 
the coming decades is not easy, but it is a road which climbs 
steadily upward, and at its end lies the prize of assured national 
strength and prosperity.” 

Perhaps one has no right to expect from German economists, 
industrialists, and financiers entirely unbiassed forecasts of the 
future of their country; but it is safe to say that in both diagnosis 
and prognosis Dr. Angell is backed by most well-informed opinion 
abroad, and that fact increases the value of his survey. My own 
opinion, which did not vary in the time when Germany seemed 
in the lowest depth of the trough of despair, is that the authors 
of the Treaty of Versailles have unwittingly (though as states- 
men they should have known better) created an economic Titan, 
and the Titan is still only young. Where in a book merits abound 
a reviewer may be forgiven an unholy joy if he finds ground for 
even a minor criticism. Now and then the author exercises an 
undue freedom in translating German terms into English. To 
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take two examples: he converts Reichskuratorium fiir Wirt- 

schaftlichkeit into National Efficiency Board, whereas the un- 

wieldy last word stresses the idea of thrift; further, he would 

hardly have spoken of the Reichswirthschaftsrat as the “ Federal 

Council” if he had remembered for how long a time the latter 

name has been coupled with purely political associations. 

W. H. Dawson 

Unemployment Insurance in Germany. By M.R.Carroy. (The 

Brookings Institution, Washington, U.S.A.) 


A country like the United States, which is beginning to take 
its unemployment problem seriously, has much to gain by studying 
the experience garnered in certain European countries during the 
last thirty years. In Germany and Great Britain there is now a 
rich harvest of facts open to the inquirer. And while these facts 
may not always be encouraging, they ought at least to serve as a 
warning that the problem is many-sided and that facile promises of 
a cure-all are to be discounted. The Brookings Institution of 
Washington, a foundation devoted to the study of economics and 
the social sciences, has therefore done well to publish Miss Carroll’s 
researches into German experience. And, as a similar institution 
in New York is about to issue a full account of British Unemploy- 
ment Insurance, which will supplement the recent study of the 
British Employment Exchanges written by another American 
Student, the United States will have ready to hand an up-to-date 
survey of the methods of dealing with the unemployed adopted in 
the two countries which have been pioneers in this branch of social 
science. 

Miss Carroll’s study covers, not only Unemployment Insurance, 
but the whole range of German measures. It is a concentrated 
statement of facts collected with the help of the German Ministry 
of Labour, and since it is, so far as the present reviewer is aware, 
the sole complete account in English, it should be an asset not 
only to her countrymen, but to administrators and students of 
unemployment elsewhere. Possibly Miss Carroll might have 
improved her book by a fuller discussion of many vital points. As 
it is she is almost too modest and objective in her treatment. She 
faithfully reflects official opinions, but forbears to shed any light 
of her own. 

For us, in Great Britain, a study of German experience is not 
only useful but comforting. We realise that we are not alone in 
our long battle with the unemployed problem, either in its social 
or its economic aspects. Germany has been suffering from the 
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same stress of mass unemployment and has been baffled by the 
same difficulties. Step by step her expedients have been com- 
parable to our own. ‘True, her acute troubles began only in 1924, 
when the inflation period came to a sudden end, but to-day 
the German authorities have learned much the same lessons and 
are faced by the same dilemmas as our own departments in 
Whitehall. 

And, indeed, the similarity in the method of approach of the 
two countries is no mere accident. For twenty years past they 
have borrowed ideas and policies from one another. The city of 
Cologne started a public system of unemployment insurance as 
long ago as 1894. In 1908 the municipal Labour Exchanges 
working in Cologne, Stuttgardt and Berlin gave Sir William Beve- 
ridge valuable hints for our own national system of Exchanges and 
Unemployment Insurance. After that, Britain took the lead, and 
since 1925 Germany has paid us the compliment of studying our 
methods. If she had been a unitary instead of a federal state she 
would probably have followed our example sooner. As it was, the 
German Government spent a good many years in trying com- 
promises of various kinds, all of which are described in outline by 
Miss Carroll, together with the reasons for their failure. But by 
1925 the Trade Unions and a large section of the public were agreed 
in demanding a national system of contributory unemployment 
insurance. 

The Act of July 1927, which brought this system into operation, 
was undoubtedly influenced by the British precedent; even the 
phrasing of some of the rules was the same. Yet there were 
fundamental divergencies. The German experts took warning 
from our most conspicuous failing and resisted the temptation to 
put an unlimited liability on the contributory fund. Nor were 
they afraid to tighten up the rules of benefit, particularly the 
contribution test. Confronted with the hard case of claimants 
who would have to be disqualified under the rules, they did not 
waive their standard test (which is comparable to our own of 
30 contributions in two years), nor did they abolish the maximum 
period of 26 weeks of statutory benefit. Instead, they brought in 
the national exchequer, which contributed nothing to the insurance 
fund itself, to finance a secondary scheme, called Emergency 
Benefit. This was on a non-contributory basis and gave less 
favourable benefits. 

Such a solution is clumsy and easy to criticise. It may be no 
more than a temporary device. But, at least, it shows respect for 
the principle that the status of a contributory scheme of insurance 


1930] CARROLL: UNEMPLOYMENT INSURANCE IN GERMANY 295 


must be preserved in the eyes of the contributors. In 1930, after 
nine years of extended benefits, Great Britain has reluctantly 
fallen back on the same method of dealing with the “‘ uninsurable 
risks’; but with this important difference, that Germany gives 
her non-contributory relief only on proof of need and for a limited 
time, whereas Great Britain pays a State donation as a right, for an 
indefinite period and at the same rates as ordinary benefit. 

As Miss Carroll writes: “‘ German experience has shown that 
insurance cannot care for all who are unemployed. There are 
risks which the system cannot carry without endangering the 
funds or increasing the contributions (now 34 per cent. of wages) to 
an unbearable degree. Inasmuch as the other forms of German 
social insurance cost about 12 per cent. of the total wages bill, 
there are definite limits to the added burden that unemployment 
insurance can impose upon industry.” 

British experience is, of course, the same, though our insurance 
charges on industry are only 2s. 9d. a week (plus the cost to 
employers of insurance against accident) as against 7s. 9d. a 
week (that is, 154 per cent.) on a wage of 50 shillings in Germany, 
in both cases these charges being approximately halved as between 
the employer and the employee. 

Clearly, therefore, a second line of defence behind the insurance 
scheme is necessary. What form should it take? That is a 
question which still baffles both countries. 

In Germany, as well as in England, the natural and most 
easily administered alternative would be to leave all the chronic 
unemployed as well as the uninsured to the care of localities. 
No other authorities are really fitted to administer relief on a 
need basis, but the trouble in both countries is that serious political 
and financial obstacles stand in the way of any addition to local 
burdens. 

“ As long,” says Miss Carroll, ‘‘ as one person in every 25 of the 
urban population must apply to public charity, and one-third of 
the budget of the cities goes to poor relief, there is little extra 
money in the public (i.e. local) treasury for indigence arising from 
unemployment.” 

There is also a good deal in this book about Relief Works 
which makes instructive reading. Faith in this method has been 
as difficult to shake in Germany as it has in England. In 1926 a 
special effort was made to persuade the separate states and cities 
to proceed with public works, and over £16 million was spent by 
the Reich government. What the total cost of the works amounted 
to is not stated by Miss Carroll, but it may well have been double 
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the amount of the Reich subsidies. Yet the number thereby em- 
ployed never exceeded 170,000. After 1926 the pace slackened. 
The practical value of the idea began to be discredited and funds 
were hard tocome by. None the less the Unemployment Insurance 
Act of 1927 included provision for payments out of the contri- 
butory fund towards the wages of an unemployed man engaged on 
relief work. But in practice little seems to have been done under 
this clause, and, since 1927, the numbers on “ value creating 
unemployment relief ’”’ have been about 4 per cent. or 5 per cent. 
of the applicants registered at Exchanges. 

It will be seen that most of the more important facts set out 
in this book could be paralleled in British experience, though it 
was no part of Miss Carroll’s object to draw the comparison. 
Incidentally, such references to British conditions as she does 
permit herself are not always correct. That, however, is a minor 
blemish. \ By her studies in Germany she has acquired an expert 
knowledge of unemployment problems which are common to 
both countries, and she has rendered a real service by putting the 
results of her researches into a book. Ronap C. Davison 


| Economic Trends in Soviet Russia. By A. Yucorr. (Translated 


by E. & C. Pavx.) (London: G. Allen and Unwin. Pp. 
349.) f 

It is a difficult task to write a book on the present-day 
economics of Soviet Russia without having actually seen the 
developments in recent years. On the other hand, books on Soviet 
economics of this kind cannot be written in Russia because sharp 
criticism of Soviet affairs involves great risk for the author. 
However, this book is an important achievement considering the 
difficulty of receiving the necessary information. 

f The author is a Marxian and a staunch Social Democrat. He 

elieves in the necessity of reforming human society on socialistic 
lines, and is in sympathy in principle with all the chief measures 
of Soviet government—rationalisation of the principal branches of 
industry, monopoly of foreign trade, etc.—but he condemns the 
wholesale and violent application of these measures “in a back- 
ward country, in one economically immature.” / 

Unfortunately, this book is a typical production of a Russian 
Menshevik (moderate Social Democrat as opposed to Bolshevik), 
and the chief stress is laid on criticising the deviation of Soviet 
rulers from orthodox Marxian principles, and on outlining measures 
of a true evolutionary Socialism. “‘ Russia, though its territories 
are enormous and its natural resources very great (he explains), 
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is not one of the countries in which such an isolated socialism 
can be established.” Therefore, “‘ the rationalisation of industry 
in Russia has not produced a socialist economy, but only a 
bureaucratic and badly-functioning State capitalism.” 

I do not think that foreign readers are very much interested 
in the endless controversies of the Russian socialist émigrés as to 
the ways and means of the most rational rebuilding of Russian 
economics and social life on socialistic lines. It would be much 
better if the author had given in a much shorter contribution a 
description of the principal facts of Soviet economics and have 
left the facts to speak for themselves. 

In the preface the author complains that the Soviet Russian 
statistics are tendentious, incomplete, often inaccurate and con- 
tradictory ; he therefore promises to check the official reports and 
to analyse them methodically. Unhappily, this is a very diffi- 
cult task for anybody who has not actually participated in the 
collection and supervision of Russian statistics. . As a matter of 
fact, the Soviet Government lays great stress on procuring reliable 
statistical information because thousands of State departments 
are fully dependent in their practical work on the best available 
statistics. However, the Soviet economic publications and their 
public reports and periodicals are usually tendentious, especially 
those published in foreign languages; the Soviet compilers as 
a rule do not falsify intentionally statistical data, but they 
conceal many facts and information unfavourable to the present 
regime. 

I have not noticed much of methodical analysis of this kind 
in Yugoff’s book. It is true that he criticises sharply the com- 
putation of the national income, the burden of taxation, etc., but 
everybody knows that data of this kind can never be accurate 
enough in any country in the world, and especially on the one- 
sixth of the earth representing Soviet Russia. I venture to say 
that Russian economists and statisticians, who in the majority 
are by no means communists, have done their best in this respect. 

For Yugoff, a socialist, pre-war conditions are naturally 
abominable. On the other hand, he is an ardent supporter of 
the grain monopoly introduced in 1917 by the Provisional Govern- 
ment ; we know that this was one of the most unfortunate measures, 
predestined to collapse. 

A very good description is given of the period of the so-called 
“war communism.” It seems even as if the author had himself 
seen this terrible experiment of socialism pure and simple. He 
is quite right in saying that attempts to justify the policy of war 
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communism as a necessary policy of self-protection conflict with 
historical facts. 

Yugoff criticises ~kilfully the organisation of State industry 
in Soviet Russia and describes the defects of its administration, 
He comes to the conclusion that the real reason of the unsatis- 
factory administration and troubles is to be found in the enormous 
extent of the task that has been undertaken, in the nature of the 
whole system, in the general regime of dictatorship and in the 
lack of capital. Because of the lack of capital the State tried to 
secure the necessary means for the reconstruction of industry by 
inflationist measures or by fixing high prices for the products of 
industry, while the prices for grain and other agricultural produce 
were kept low. In its turn this policy was a hard blow on the 
peasant. 

Much weaker and less accurate, at least in some minor details, 
is the description of the internal trade, of the monopoly of foreign 
trade, and of public finance. Not having seen the actual manage- 
ment of the Soviet trade system, Yugoff is unable to understand 
the so-called ‘co-operative organisation’’ in Russia, although 
he is perfectly right in remarking that it has nothing in common 
with the true nature of co-operation. 

It is a great pity that the important chapter on the Soviet 
monopoly of foreign trade should be written by Yugoff without 
sufficient knowledge. He is convinced that the present system 
of foreign commerce is bankrupt, although in principle he, as an 
orthodox socialist, is a supporter of such a State monopoly. He 
evidently knows very little about the dumping practices of the 
Soviet Government, about the considerable losses of this monopoly, 
and about the peculiar customs tariff policy. Of course it is very 
difficult for an outsider to penetrate into the Soviet secrets of 
this service. 

The chapter on currency and State finance is weak also. 
Perhaps I am too severe in my remarks on this special topic; 
having been for years associated with the financial administra- 
tion of Soviet Government, I am naturally inclined to expect a 
better knowledge of what is going on in Russia in this field of 
economics. I am really surprised how little is understood about 
Soviet currency and public finance among Russian emigrants in 
general, and Yugoff makes no exception to this rule when he 
seriously asserts that “in Russia, where economic life is con- 
tinually being disturbed by paroxysms of inflation fever, the 
psychological importance of having large (gold) reserves is 
- enormous.” Soviet currency is a very peculiar currency for 
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internal use only, and by far the greater part of the country’s 
turnover represents simply the commodity market of the State. 

Nor is it true that prices for private treding are fixed by the 
Government as for State trade. Very strange is the assertion 
that “the granting of bank credits does not depend upon the 
solvency of the borrower, but upon political considerations.” This 
proves that Yugoff does not know the details of the peculiar 
Russian banking system, and as a matter of fact the granting of 
credits is done according to definite plans. 

It is a mistake to assert that the general budget of the 
U.S.S.R. contains the local budgets of the urban and village 
Soviets. Yugoff is good enough to cite my obsolete book on Soviet 
Russian taxation, but unfortunately he does not know my recent 
book on Russian public finance published in German, where he 
could find all the necessary details (cf. the review in the Economic 
JoURNAL, December 1928). Nor is the loan policy described quite 
accurately, and I do not think that “‘ the population gradually 
learned how to avoid subscribing.” As a mattér of fact, this is 
not the case, and a terrible pressure is going on unabated. I do 
not blame the author if he does not know what use is made of the 
enormous so-called “reserve funds” (i.e. secret funds) of the 
Council of People’s Commissars mentioned in the official budget, 
or of the millions of the Comintern or the Communist Party, etc. 
But it is a naive question to put and to expect that the Soviet 
Government should render account in public on these matters ! 

On the contrary, very good are the chapters devoted to the 
housing problem and the labour conditions. This is not only a 
fine description of existing conditions, but an impartial one too. 

The last three chapters, (1) on “‘ Purposive Economics ” (by 
this rather clumsy expression adopted by the translators is meant 
“the planning of national economics ”’), (2) ‘‘ Towards Socialism 
or Capitalism,” and (3) ‘The Economic Balance-sheet,” are of 
no great value or interest for a foreign reader. Yugoff is not well 
acquainted with the technique of State planning in Soviet Russia, 
but he is very eager to find out methods of such planning for 
future generations of true and learned socialists : ‘“‘ therefore just 
as the observations of the Assyrian astrologers and the medieval 
alchemists, though in many respects out of touch with reality and 
devoid of scientific value (he says), became none the less the 
foundations of modern astronomy and chemistry respectively, 
so the labours of the Soviet economists, despite their utopianism, 
must be taken into account by all whose business it will be to draft 
similar plans in the future.” 


[JUNE 
with 
dustry 
ration. | 
nsatis- 
rmous 

of the 
in the 
ied to 
ry by 
cts of 
oduce 
n the 
tails, 
reign 
nage- 
itand 
ough 
mon 
Viet 
hout 
stem 
an 

He 

the 
oly, 
ery 
of 
lso. 
; 
Ta- 
ta 

of 
in 
he 
he ba 
he 
is 
or 


300 THE ECONOMIC JOURNAL [JUNE 


In spite of these defects and of the purely “‘ Menshevist ”’ con- 
ceptions Yugofi’s book is really worth reading ; it is composed with 
great skill and well written, and many facts collected from official 
sources are highly interesting and in many cases illuminating. 
And above all, some blunders of the author are the result of the 
cruel fate which compels Russians, even staunch Marxians, to 
live as emigrants, if they venture to criticise Soviet economic 
policy, so that they are deprived of the necessary statistical 
material and information! Under these conditions it is really an 
achievement that Yugoff was able to write a book of this kind; 
it is much above many similar books of foreigners who have 
visited Soviet Russia. 

Unfortunately, about two years have elapsed since he wrote 
his manuscript in Russian, and not very much has been added in 
the German and English editions; therefore some of the most 
important developments in Russian economics (at the end of 1929 
and in the beginning of 1930) could not be considered. 


4 PavuL HAENSEL 

\\ The Farm Export Plan. By J.S. Davis. (Published 
by the Food Research Institute, Stanford University. Pp. 
275: $3.) 

Farm Relief. By J. E. Boyxez, Cornell University. (New York: 
Doubleday, Doran & Co. Pp. 281.) 


Boru these books speak with authority; Mr. Davis is Direcior 
of the Food Research Institute, and Mr. Boyle is Professor of 
Rural Economy in the New York State College of Agriculture. 
They deal with two remarkable schemes for the relief of agri- 
ture in America, the “equalisation fee” and the “ export 
debenture.” Of these, the former is probably now out of the 
picture; but the latter is still very much alive, despite the rebuff 
it has received, and the passage of the Agricultural Marketing 
Act, which was described in the last number of this JOURNAL. 
Neither of these plans is quite the same as any of the valorisations 
which have been attempted in respect of raw produce elsewhere ; 
nor is the export debenture plan at all similar, as Mr. Davis shows, 
to the German system of Hinfuhrscheine. Their special features 
are the boldness, the scale, the extent, and the cost to be incurred 
in respect of a drastic manipulation of prices of produce. These 
features in turn indicate how widespread are the influences of the 
recent fall in agricultural values, and how necessary to take 
account of the present international facts of the industry before 
entering further on a competition of subsidies. 
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Even where, as in America, a very great deal has been done 
for agriculture—more perhaps than for any other single industry 
—a problem of “farm relief ” continues. Possibly too much has 
been done; the special problem is that too much is being produced 
for profitable sale. But in America, the problem of what is 
profitable sale involves the tariff on agricultural supplies, so that 
relief takes the form of a claim to equalise the tariff as between 
importing and exporting industries. This is against any view 
that the tariff has lowered prices in the end; by one method or 
another it is sought to obtain a compensatory increase in 
agricultural prices. 

There is a detailed account in Professor Boyle’s book of the 
McNary—Haugen plan, which was for several years the main plan 
before the country. An equalisation fee was to be collected on 
the whole output of a product, out of which a loss on export was 
to be met; it was to be worked mainly through co-operative 
agencies and the Farm Board. A revolving fund was to be primed 
by an advance from the Federal Government. The report of 
the Attorney-General on this plan is an interesting and incisive 
one, and Professor Boyle further elucidates its defects. Many 
of these are common to the debenture plan—that it will stimulate 
production, that it will fall unequally on farmers of different 
capacities and facilities, that about 40 per cent. of agricultural 
produce is consumed within the industry itself. Besides, a 
surplus is not “ disposed of ” when it has been bought and stored. 
The whole machinery of crop estimating must have its effect on 
prices. 

The debenture plan is a more interesting manipulation. 
Exporters of “debenturable ” produce will receive certificates 
for each unit of export, valid for (probably) half the tariff on 
import, and receivable by the Treasury in payment of import 
duties by any other persons. Mr. Davis estimates the cost at 
about 20 per cent. of the customs receipts. He points out that 
this would have an important reaction on high tariff policy, which 
would more easily obtain the support of agricultural interests. 
It would seem also that the agricultural tariff itself—even if widely 
inoperative in an exporting country—must be affected by the 
forcing of export; a net exporter may be a substantial importer 
at certain places, and at these places the home farmers’ prices 
must meet a strengthened power of foreign import or re-import. 
This is not the only complication in the question of the reflection 
back to the farmer of the export premium. In a chapter which 
is itself a valuable economic analysis, Mr. Davis shows how diverse 
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are the conditions that are included under the title of a single crop 
like wheat. Some grades are for the home market, some for the 
foreign market; the handling of the produce has numerous 
important reactions; the benefit would not be a general one, but 
of diversified incidence. 

In the view of Mr. Davis, there would not in the end be very 
much to choose between the two plans, if farming still needed large- 
scale relief. But both, apart from the uncertainties involved in 
plans of so large a scope, must take account, not only of depression 
of price in the world’s market, but of course of reprisals. Mr. 
Hoover thought that the debenture scheme “ contained elements 
which would bring American agriculture to disaster.’ Mr. 
Davis concludes only that it will not really bring about the equality 
it aims at, and that “ its largest fruit would be bitter disappoint- 
ment.’”’ These conclusions are in themselves negative, but must 
be read alongside the policy already in force for assistance to 
agriculture in America. 

These books repay study, because proposals of this kind are 
a sort of test question which brings out aspects of organisation 
and interaction which are of great economic interest. | Professor 
Boyle’s book is largely concerned with description, and _ his 
tabulations are exceedingly clear ;}/Mr. Davis has set himself 
a critical analysis which is carried out with masterly skill 

D. H. MacerEecor 


Marketing : a Farmer’s Problem. By Brensamin F. 
(New York: The Macmillan Company. 1928. Pp. xiv + 
330. 15s.) 

From the standpoint of English readers a more informative 
title for this book would be “‘ The Legal Aspects of Grain-market- 
ing in the United States of America.’”’ For not only does it 
contain no reference to European conditions, but, as its author is a 
barrister, the legal position of those who handle and deal in cereals 
is discussed to the virtual exclusion of economic and agrarian 
factors. Not that it is thereby of inferior value to the student of 
international problems; there is, indeed, space for just such a 
work upon the shelves of departmental libraries in this and many 
other countries, if for no other reason, that it places in their 
correct perspective the corresponding problems met with in 
Great Britain and elsewhere. Those persons who are constantly 
proclaiming the need for a reorganisation of our systems of 
marketing agricultural produce in general will find here little 
material with which to reinforce their arguments, but, on the other 
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hand, anyone who has studied the present position of our grain 
and milling trades, and who also bears in mind the altered con- 
ditions brought about by the existence overseas of great holding 
and selling organisations, will have food for serious thought. 
Approximately two-thirds of our flour is being milled by a handful 
of combines; the number of corn-merchants and dealers steadily 
declines; large-scale mills tend to concentrate at the ports of 
entry. Before rationalisation, or modernisation, whichever we 
prefer to call it, has proceeded much further in the case of such a 
commodity as wheat, it will clearly become the duty of the State 
to investigate the problem as a whole, and in this connection the 
experience of America is bound to be of value. At first Mr. 
Goldstein covers familiar ground, in tracing the development of 
rail communication to the Gulf ports and the emergence of the 
elevator companies, but he soon enters upon the intricacies and 
niceties of the laws relating to custody and inspection of grain, as 
well as of those covering transport. He naturally has a good deal 
to say about the legal interpretation of “ mixing.” ‘ Futures 
Trading ’’ necessitates, by way of illustration, the quoting of 
figures that are almost astronomical in their range, and it will 
surprise many English readers to learn that the legality of these 
vast activities (which still continue to expand) was “ not definitely 
established until 1903, when the Supreme Court of the United 
States upheld the operation as having a legitimateeconomic value.”’ 
Corners, according to Mr. Goldstein, have given place, “‘ for the 
present, to a continuous method of marketing as part of the daily 
operations of the grain trade’; the relatively declining influence 
of the United States as an exporter of wheat, together with the 
increasing supplies being placed on the world’s markets from 
Canada—not to mention the Southern hemisphere—are, however, 
factors that, in this connection, receive due recognition in his 
pages. A brief reference to the Grange movement affords the 
only occasion upon which the producer’s attitude to combination 
is discussed, and the trend of American agriculture from 1870 to 
1890 is compressed into nineteen lines of text, while at most 
eight pages are devoted to what might legitimately be termed 
“The Farmer’s Problem.” It is interesting to note, however, 
that recent developments in the marketing of Canadian cereals, 
referred to in a foot-note to p. 276, are ascribed to the “ exporting 
basis upon which marketing and warehousing machinery has been 
built up,” the peculiarly suitable topography of that country and 
the absence of ‘constitutional restrictions ’’; Pools, in the 


United States, it is to be inferred, would lack these advantages. 
No. 158.—vo.L. Xt. x 
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Finally, considerable criticism is directed towards the methods of 
grain-selling at present in vogue, the author holding that during 
the last decade conditions have been so modified that much that 
before the World War was efficient and effective has now become 
unduly complicated, bears heavily on the producer and in many 
technical matters is out of date. He calls, in effect, for drastic 
revision of the grain laws, and anyone who has conscientiously 
followed his enumeration of existing legislation will, on various 
grounds, be convinced that he has made good his appeal. The 
book is splendidly documented, but lacks an index. As hinted 
at above, it bristles with references to legal cases and statutes, 
while individual Appendices contain, respectively, an Article on 
the constitution of 1870 (Warehouses) and various House Resolu- 
tions and State Orders. Co-operation with either an economist 
or an agriculturist in the production of a supplementary volume 
would enhance the admitted value of the present work to readers 
situated on this side of the Atlantic who have little knowledge of 
America’s legal problems. J. A. VENN 


Trust Lr Corporation Problems. By H. R. SEaGer and C. A. 
Gutick. (Harper Bros. Pp. 719. 12s. 6d.) \ 


THE title of this book indicates that the authors have placed 
the Trust problem, in its relation to the economic and legal 
development of the unit of business enterprise in America and 
elsewhere. They include a critical account of the German system, 
and give its place, now an important one, to the Trade Associa- 
tion. These Associations, together with the regulative influence 
of the Federal Trade Commission, are rapidly changing the 
conditions of the case for amalgamations, in some ways rendering 
the argument less convincing than in the beginning of the century, 
and at the same time making the competition of units of all sizes 
more tolerable. This is much more than another survey of. the 
history of Trusts; it is a new interpretation of the environment of 
that question, showing how the law keeps pace with economic 
events, the events having the lead, to which law and _ public 
opinion have been adjusted. 

The importance of this point is made clear from the historical 
survey. In the early days, men were said to promote combines ; 
and the authors note the fact that the promoter was even then 
usually someone coming in from outside to carry out a special 
function. In these latter days, men are said to rationalise 
industries; and the idea is revived that the rationaliser has to 
come in specially to doit. Itis quite an old story, with the names 
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altered; but the alteration of the names covers a change of 
attitude. The events have gone ahead of public and economic 
opinion; the combine has made itself accepted as a rationalisa- 
tion; the catalogue of the economies of Trusts, as presented to 
the Industrial Commission of thirty years ago, is the present-day 
catalogue of the economies of rationalisation in our own great 
industries. In America, the progress of the law on combines has 
no doubt had much effect on public and economic opinion, for 
there is no doubt about its activity; in this country, the economic 
changes have forced themselves, and the law has ground to make 


up. 

\ this is a critical book, though in the end coming over to the 
side of the combines. \Comparing it with the books that were 
written at the time of the Trust movement of 1897-1903, to which 
the authors give a quite special significance, one is compelled to 
look forward. Is the position as they now see it a stable one ? 


_ They do foresee the problem of international combines, and prefer 


them to tariff measures for dividing the market ; but can this be got 
over so easily? No doubt, international agreements are affected 
by the degrees of tariff protection that exist; to that extent, the 
policy of the nations has a control; but as yet there has been no 
real facing of the problem how far the national policy can be 
privately superseded, and here is one of the cases where events 
are much in the lead. Against this momentum, the Geneva 
Conference could not do much; but it is one of the next questions. 
Again, is the position stable as regards the influence of organised 
labour? The authors’ examination is purely capitalistic; but 
do not the great combines both require, and offer the opportunity 
for, a shift of the question of labour’s share in control from the 
impossible field of the single business to that of the industry ? 
How is this going to work out? To say that the capitalist takes 
the risk is only to say that he performs his own function; nothing 
comes of that, while others also have functions. 

The authors believe that much is to be gained in stability of 
prices by the wider regulation of large enterprises. This, as they 
see, must be such as also to mean stability of industry; and it is 
probably true that a combine in, for example, coal, can by its 
price policy put more pressure on the whole of industry than the 
banks can by the price of loans. The special incidence of the 
price of money is on the dealer, but this check can be evaded by 
the increasing integration of merchanting by the manufacturers. 
Of course, the solution of one question in this way raises others ; 


such combines will have exceptional power, and the external 
x2 
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regulation of their policy is less effective than that which comes 
from a more than capitalistic inside control. 

This book is easily a standard work, the product of immense 
and careful research. Could the authors supplement it by a 
study of the public monopolies in Europe and _, elsewhere, a 
chapter of the subject which waits to be written ? 

D. H. Macerecor 


Daniel Webster as an Economist. By Ropert Lincotn Carry. 
(Columbia University Press and P. S. King & Son. 1929, 
Pp. 220. 14s.) 


Danret WEBSTER (1782-1852) was a lawyer by profession 
and, in his day, a leading authority on constitutional law. He 
is regarded by Americans as one of their greatest orators, and by 
some of them as an eminent economist. In this book, Dr. R. L. 
Carey arranges in an orderly and able manner the results of his 
careful examination of the voluminous speeches and writings— 
in all 127 speeches and 22 pamphlets and miscellaneous papers— 
in which Webster’s economic theories and opinions are to be 
found. Although he was “ profoundly interested in the progress 
of economic thought and investigation,” and, in fact, much 
influenced by it, Webster professed disdain for the doctrines of 
the academic writers on political economy. ‘‘ For my part,” 
he wrote in 1830, ‘though I like the investigation of particular 
questions, I give up what is called the science of political economy. 
There is no such science. There are no rules on these subjects 
so fixed and invariable as that their aggregate constitutes a 
science. I believe I have recently run over twenty volumes from 
Adam Smith to Professor Dew of Virginia, and from the whole, 
were I to pick out with one hand all the mere truisms and with 
the other all the doubtful propositions, little would be left.” In 
particular, he was repelled by any abstruse generalisations which 
seemed to him to be divorced from reality. He distrusted the 
deductive method, and in his own speeches and writings “ wher- 
ever possible he substantiated his anqermamintine with abundant 
statistical and historical evidence.” 

Webster never wrote a systematic general treatise on econo- 
mics. Had he done so, the claim that he was “a very able 
economist ” might have been more firmly grounded; for asser- 
tions, theories and doctrines which will pass well enough under 
artificial light before a popular audience, often appear to be poor, 
flimsy, defective stuff seen in broad daylight on the printed page 
in company with others uttered under similar conditions at a 


\ 
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different time. For example, Webster could scarcely have main- 
tained after reflection his observation that by inventing and 
making machines science multiplies labourers, by which he meant 
labour power, without multiplying consumers. Much, of course, 
depends upon the kind of machinery; but all machines consume 
some commodity or commodities. If Webster had ever owned 
a motor-car he would have known this well enough. 

This book confirms beyond peradventure the view that 
Webster was a typical nineteenth-century individualist and an 
optimistic believer in natural harmonies in the economic sphere. 
“The general sense of this age,” said he, “sets with a strong 
current in favour of freedom of commercial intercourse and 
unrestrained individual action.” ‘‘ As there is an order in the 
natural world holding all things in place . . . so in the social 
world there is a principle of regulation, a sort of vis medicatrix 
nature.’ Curiously enough, it seems that Webster held this 
view as strongly when he had became a protectionist_as he did 
when he was a free trader, and one is prompted to inquire whether 
he thought protective tariffs ‘‘ natural,” and if so, why? This 
optimistic naturalism caused him to over-estimate the pervasive- 
ness of pure competition (great as it was in the United States in 
his day) and the extent to which wealth is ‘“‘ subdivided ” and 
diffused under the influence of competition and free enterprise. 

Private property also he regarded as “ natural,’ and such a 
massive “‘ bulwark against radicalism and revolution” that 
everyone ought to have opportunity to acquire property rights. 
But, unfortunately for the future prospects of Webster’s economic 
faith, although the rights are conveniently natural, the acquisition 
of them evidently is not. Laissez faire does not create, and would 
not perpetuate, even a rough equality in the distribution of 
property and prosperity. With Webster’s ideal—a whole nation 
of propertied and prosperous people all emancipated from the 
necessity to toil incessantly to gain merely the bare means of 
subsistence—few will feel disposed to quarrel; but his wisdom 
in putting his trust in free competition and ‘ the beneficent spirit 
of individualism ”’ is not on a level with his idealism. It is only 
fair, however, to point out that he favoured inheritance laws 
which would break up property as fast as it accumulated. 

On certain matters, as Dr. Carey shows, Webster had mis- 
givings, and honesty and public spirit enough to declare them. 
“In 1845, for example, during the early period of American 
railway development, he decried the inflation of stock values for 
the benefit of the promoters as a departure from sound business 
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enterprise and as one of those few instances of ‘ private interest 
unconnected with public improvement.’ In the case of the 
railway industry he asserted that competition and self-interest 
may become ‘destructive’ of public welfare.” Furthermore, 
“ the actions of some state banks in over-issuing depreciated paper 
money, motivated by considerations of self-interest, he held to be 
detrimental to social welfare by occasioning increases in prices 
and adding to the fever of speculation. . . . He did make a few 
mildly expressed references to unscrupulous factory owners who 
deliberately exploited their defenceless women and child em- 
ployees. In general, however, he looked as complacently upon 
the factory system as he did upon the competitive order, with a 
readiness to magnify the benefits of both and to minimise or 
ignore their disadvantages.”” Labour unions, also, called forth 
his censure “ because he thought them to be conspiracies to injure 
public welfare for the benefit of their own members.” 

Undoubtedly Webster was at his best on currency and credit. 
His conservatism kept him on the side of sound currency and 
prudent finance, he wielded an important influence in his own 
country, and his views on convertible paper were, I believe, on 
one occasion quoted with approval by Lord Overstone before a 
Select Committee of the House of Lords. “ He demanded that 
the monetary system possess one quality above all others— 
stability.” The exchange medium of a nation must not be 
“liable to vibrate with opinion or be blown up or down with the 
breath of speculation.”’ He had no objection to notes so long as 
the issue was properly covered and managed. Indeed, he went 
so far as to assert that “‘ no enlightened writer or practical states- 
man ”’ in any country would substitute “‘ a metallic currency for 
a well-regulated and limited paper currency resting on adequate 
specie basis.” He abhorred inflation, realised the supreme 
importance of maintaining public confidence, and laid it down that 
immediate convertibility into specie was immeasurably the best 
(and probably the only) method of preventing depreciation of a 
paper currency. Quite rightly he looked upon the currency 
question ‘‘ not merely as a financial problem, but as a social issue 
directly affecting standards of value, property, prices, labour 
incomes and the exchange rates.” 

In Part III (‘‘ Economics of Exchange ”’) Dr. Carey devotes 
two chapters to Webster’s “ tariff views,” drawing a dividing line 
at 1828. It appears to me that Webster’s views upon the tariff 
question after 1828 are not worth very much. From 1814 to 1828 
he had argued with eloquence and good sense against a general 
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policy of high protection. “I do not admit,” he said, “ the 
general principle; on the contrary, I think freedom of trade to 
be the principle and restriction the exception.” In 1824 he had 
fought Henry Clay’s high protective tariff bill point by point; 
he had raised powerful theoretical objections; he had appealed to 
foreign experience, and he had covered the so-called American 
system with ridicule. Yet his “second celebrated tariff speech 
as a member of Congress was delivered (in 1828) in support of . . . 
high protection.” After 1824 New England had launched upon 
an industrial career, so Webster changed his views to suit his 
constituents and “ became virtually a collaborator with Clay as 
an advocate of high tariffs and the American system.” From 
this point Webster’s pronouncements on the economic effects of 
tariffs became one monumental muddle. Not only did he refute 
his own pre-1828 arguments, but after 1828 his speeches abound 
in ambiguities and contradictions. While Dr. Carey is, in this 
section, not entirely uncritical, he is, I think, far too lenient to 
Webster. However, probably he is right not to allow his own 
views to get in the way of Webster’s, so that readers may be very 
largely at liberty to form their own opinions. 

On the general question of Webster’s importance as an econo- 
mist Dr. Carey’s claims are marked by similar modesty. His 
considered opinion is that although Webster usually showed 
distinct ability in handling specific economic problems, “ it cannot 
be maintained that (he) was an economic theorist of great signi- 
ficance”’; his ‘‘ contributions to economic thought are not 
creative in the sense that they represent original conclusions 
drawn from dispassionate and independent study of economic 
questions.”” Webster was never the disinterested scientist, but 
always the advocate fighting his way through a specific economic 
case with which Americans were faced then and there. 

ALFRED PLUMMER 
Ruskin College, 
Oxford. 


Recent Economics. 


Scambi internazionali e politica bancaria. By A. CaBIaTI. 
(Torino: Fratelli Bocca. 1929. Pp. 297.) 

1919-1929, Da Versailles all? Aja. By A. Capiati. (Torino: 
Fratelli Boccé. 1930. Pp. 154.) 

La politica della congiuntura. By Riccarpo Bacst. (Roma: 
Fratelli Boccé. 1929. Pp. 148.) 
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Le teorie monetarie e il ritorno all’ oro. By Giovanni Demarta, 
(Torino: Fratelli Bocca. 1928. Pp. xiii + 239.) 

La teoria economica del rischio e della assicurazione. Volume 
primo. By FrEprErico Curssa. (Padova: Cedam. 1929. 
Pp. 318.) 

Di alcune influenze del tempo sul valore. By Bruno Foa (Milano: 
Albrighi, Segati. 1928. Pp. 49.) 

Critica Ricardiana. By Avucusto Graziani. (Modena: Presso 
L’ Universita degli Studi. 1926. Pp. 31.) 

ITALIAN economists are wont to complain that their writings 
are too little known by their colleagues in other countries. It is 
strange that this should be so, for their language, though less 
generally studied than French, German or English, must be 
familiar to the many foreign travellers who are accustomed to 
spend holidays among the lakes and mountains of Italy, while its 
acquisition presents no particular difficulties. It is the more to 
be regretted that such should be the case, as in one important 
branch of Economics, at least—Public Finance—the Italians are 
admittedly masters, and their contributions in other fields are 
often deserving of a consideration which they are not likely to 
receive widely outside their own country unless, as in the case of 
certain works of Pareto, Pantaleoni and Loria, they are translated 
into a more widely known tongue. 

Professor CABIATI ranges over a wide field, from the working 
of comparative costs under normal and abnormal monetary 
conditions, to the influence of inflation on movements of capital ; 
the effects of various types of protective duties; banking policy 
and the foreign exchanges, etc. His method is highly abstract, 
and his reasoning, which is always acute and vigorous, is con- 
ducted along the broad lines of Ricardian analysis. Although the 
book is a scientific treatise, its conclusions are used to point a 
moral which has a very practical application : nearly every form 
of governmental interference with the free working of economic 
forces is to be condemned, on the ground of its international 
repercussions—in particular, protective duties and ‘‘ managed ” 
currencies are anathema. At a time when many English 
economists appear to be increasingly attracted by the possible 
advantages of State control over economic activities which have 
hitherto been allowed free play, it is interesting to read such an 
able and uncompromising restatement of the case for laissez faire. 
Professor Cabiati’s book is certainly the most important Italian 
contribution since the war to the theory of foreign trade and 
exchanges. 


[ | 
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In a much smaller work, Da Versailles all’ Aja, the same 
author outlines the history of the attempts to deal with the 
problem of German reparations, and gives a succinct account of 
the Dawes and Young schemes, with an interesting chapter 
devoted to the International Bank. It is in accordance with his 
general Lebensanschauung that he regards the payment of repara- 
tions as deeply injurious to the economic interests of the creditor 
as well as of the debtor nations. But some of his arguments in 
support of this view are open to the criticism, firstly, that he 
seems to have overlooked the fact that the size of the annuities is 
small in relation to the aggregate volume of international trade, 
and, secondly, that the annuities cover a sufficiently long period 
to allow of a readjustment of the productive resources of the 
creditor countries, thus enabling them to absorb payments made 
on reparation account. His general insistence on the extreme 
mobility of resources, internationally, is accompanied in this 
instance by a certain blindness to the existence of mobility of 
resources as between different industries in the same country. 

Much attention is being given in Italy, as in all countries at the 
present day, to the problem of the trade cycle. Professor Bacui 
has written a short book which, though not laying claim to any 
special originality, is valuable both for its clarity of exposition 
and because it presents the views of a distinguished statistician 
and economist on a subject in regard to which a combination of 
the inductive and deductive methods of approach is of particular 
importance. Professor Bachi discusses all the chief proposals 
that are current for the stabilisation of the price level and arrives 
at the conclusions, firstly, that none of the proposed methods can 
be sure of producing the desired result; and, secondly, that even 
if the price level could be stabilised it is very doubtful whether the 
loss in the long (secular) period would not outweigh the apparent 
gain in shorter periods. His is not the only voice that has been 
raised recently in protest against the assertion that a stable price 
level is necessarily superior to a fluctuating price level. One 
observation that he makes has a special interest for those who are 
concerned with industrial conditions in this country at the present 
time. He draws attention to the well-established fact that the 
periodicity of the trade cycle in Italy before the war was much 
slower there than in any other industrial country, and he refers 
to another work in which he has shown reasons for holding that in 
Italy there was a rhythmical trade movement covering twenty- 
year periods. This he attributes in large part to the social and 
legal measures adopted to prevent bankruptcies, and he quotes 
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with approval a sentence of Pantaleoni in which the latter laments 
“the years of permanent crises, of those crises which degenerate 
into a wasting disease, as is the peculiar characteristic of Italian 
crises, because neither the Government, nor the banks, nor public 
opinion, nor our commercial customs, will tolerate liquidations.” 

Professor DrMaRIA has written for the instruction of his 
countrymen an account of the return to the gold standard in 
England and of the various monetary theories which have been 
evolved in this and other countries, under the tremendous 
stimulus of post-war currency disturbances. He has succeeded 
admirably in his description of the English banking system and 
money market, as also in the more general discussion of central 
bank control over the volume of credit and the price level. He is 
widely read in recent literature published in four languages and 
turns his reading to good account. The three pages devoted to 
Mr. Robertson’s Banking Policy and the Price Level are a model of 
lucidity, although Professor Demaria can necessarily deal only 
rather superficially with a nut which it would take the proverbial 
steam hammer to crush so as to extract all the oil from the kernel. 

In a volume of 318 large pages Dr. CuEssa purports to put 
forward an economic theory of risk. But in spite of a final 
chapter of conclusions to the number of fifty, there is not much 
evidence of a theory. The strength of the book lies in the acute- 
ness with which such concepts as risk, chance, gambling, specula- 
tion, etc. are classified and defined, but on the constructive side it 
cannot be said to make much contribution to economic theory. 
As a whole too much space is devoted to the opinions of almost 
every modern economist who has dealt with risk in any of its 
aspects—and it would be hard not to find some reference to risk 
in almost any economic work. Dr. Chessa would have been 
better advised if he had made a separate study of the history of 
the growth of economic ideas about risk, instead of scattering 
references and quotations indiscriminately throughout his text, 
without making any attempt to trace the stages of growth or 
to correlate them with the parallel development of economic 
structure and organisation. 

Dr. FoA discusses briefly the influence of time on value on lines 
which are familiar to students of Marshall, whose classical treat- 
ment he follows for the most part. He stresses the distinction 
implicit in Marshall between time as “a factor of equilibrium 
which removes and overcomes, in its passing, obstacles of various 
sorts’; and time as “ a factor of dis-equilibrium, inasmuch as its 
passing causes or accentuates new disturbances due to its specific 
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influence ’’; but he does not develop the distinction at any length. 
A great deal of the argument is devoted to the doctrine of quasi- 
rent, but here the author seems to have gone astray owing to a 
too diligent collation of the successive editions of Marshall’s 
Principles. He points out rightly that at first Marshall appeared 
to regard quasi-rents as the reward of differential advantages of 
production of a temporary character, while later he was inclined 
to stress the importance of the fact that the stock of appliances 
made by man is fixed in the short period—i.e. to emphasise rather 
the scarcity than the differential element in quasi-rent. But 
Dr. Foa himself cannot get away from the earlier conception and 
never grasps quite clearly either the precise nature or the implica- 
tions of the doctrine in its final shape, and it is surely by this that 
Marshall should be judged. Dr. Foa is in error in attributing to 
Marshall the use of the terms “ positive” and “ negative” 
quasi-rents. 

The title of Professor Gaamanr’ s pamphlet: i is a little mis- 
leading, for it does not contain a critical discussion of Ricardo’s 
work, but a brief and very well written appreciation of the 
debt owed by economics regarded as a science to Ricardo as the 
greatest and most original constructive thinker in the history of 
the subject. One curious mistake may be noted at the top of 
p. 4, where, by what can only be a lapsus calami, the sense of 
Ricardo’s teaching as to the effects of a rise in wages on the 
relative prices of commodities which are produced with varying 
proportions of fixed capital, isexactly inverted. As expounded by 
Professor Graziani, a rise in wages would, by its effect on the rate 
of profits, cause a rise in the relative prices of those commodities 
in whose production fixed capital plays a large part, whereas 
Ricardo (in Chapter IV of his Principles) in fact contends (quite 
logically on his assumptions) that in such cases prices would fall. 
Professor Graziani concludes : ‘“‘ The work of Ricardo stands as a 
monument of creative power, as one of the most solid milestones 
along the path of scientific research, and as the most memorable 
product of the human mind in the field of economics.” 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 


Encyclopedia of the Social Sciences. Vol. I. (Aar-Allegiance.) 
With two Introductions. Edited by E. R. A. SELIGMAN and 

A. Jonnson. (Macmillan: Pp. 646: 31s. 6d.) 
Tuts is the first of fifteen volumes of a work which is both 
sponsored and edited in a way to secure its position as the authori- 
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tative work of reference in the English language. The project, 
as the Preface explains, is not so much to deal with the technique 
of the special sciences, as ‘‘ to bring out in the respective topics the 
relations of each science to all of the other relevant disciplines, 
Accordingly, we endeavour to include all of the important topics 
in politics, economics, law, anthropology, sociology, penology and 
social work.” In the case of the semi-social sciences—ethics, 
education, philosophy, and psychology—those topics are selected 
of which the social aspects are acquiring increasing significance. 
In a work whose fundamental idea is the co-ordination of the 
social sciences, and the indication of their relations to the general 
movement of thought, much will be included which would be 
omitted in more special encyclopedias. 

The work will include the characteristics of both a dictionary 
and a handbook (of the German kind). ‘The alphabetical 
method is followed, but the arrangement is so flexible as to contain 
not only short articles, but also longer articles of ten or twenty 
thousand words, which will permit of thorough-going and original 
contributions.” 

A special feature of this first volume is the Introduction. 
Under the general title of the Development of Social Thought and 
Institutions there are contributed twelve articles which mark the 
historical growth and significance of the fundamental ideas which 
have been moving forces in social thought. It would be impossible 
to attempt any review of these; the range extends from Greek 
and Roman culture and thought to the re-orientation of the period 
since the Great War. In all of them the conception of history as 
moulded and changed by the force of ideas is dominant; ideas 
at different stages, cultural, religious, liberal, material, and inter- 
national. To economists, the articles of more special interest are 
those on Individualism and Capitalism, by C. A. Beard; National- 
ism, by Carol Brinkmann; The Trend to Internationalism, by 
R. M. MaclIver; and War and Re-orientation, by the Editorial 
Staff. The second part of the Introduction is a review of The 
Social Sciences as Disciplines, with reference to the position and 
tendencies of study in different countries. In the text of this 
volume, the largest space—over a hundred pages—is devoted to 
agricultural questions. 

The Editors and their colleagues may be assured of the 
gratitude of economists during their labours on this great enter- 
prise . 

D. H. Macerecor 
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Introduction to the Mathematics of Statistics. By R.W. Burasss. 
(London: Harrap & Co., Ltd. 10s. 6d.) 


THE purpose of this book is to present a general but elemen- 
tary outline of the best methods of statistical analysis : general, 
in the sense that the treatment is not related particularly to any 
one branch of science, to be fully appreciated only by experts in 
that branch; elementary, in that it demands no knowledge of 
advanced mathematics. ‘The emphasis laid on certain parts of the 
subject and the order of treatment is perhaps unusual, but it is 
refreshing. Occasionally too much space is given to methods 
which are not the best, although the author is generally careful to 
point out quite justly the advantages and disadvantages pertaining 
to alternative methods. Also, the symbolical exposition is not 
always what a mathematical purist would term elegant. Many 
people are as fearful of symbols as an untravelled Englishman is of 
venturing to speak in any tongue but his own. They would be 
tempted to skip the theory in the text and try to unravel the threads 
of it for themselves with the help of the numerical examples 
provided. These examples, worked and unworked, are excellent. 
Those that are not worked would be still more useful if answers to 
them could be given, where necessary, in a later edition. Anyone 
who was prepared to sit down to some concentrated reading and 
who would apply the knowledge thus gained to working out all the 
examples in the book would undoubtedly benefit by the process 
and find that he had a new and highly interesting technique at his 
command. 

Dr. Burgess writes with the authority of one who has had 
considerable experience in the practical use of statistics, and his 


book can be warmly commended. 
D. JONES 


The Problem of Interest and its Relation to Currency and Debt. 
By Ernst Dick, Ph.D. (Williams and Norgate, Ltd. 1929. 
Pp. 381. 18s.) 

THERE are few sentences in these three hundred and eighty 
pages with which readers of this JouRNAL will be able to agree. 
The character of the writing may be illustrated by some random 
examples. ‘‘ Interest is an affection of the human will; it is 
desire, appetite, and the rate of interest is an expression of the 
urgency of the desire; if the desire is strong, and consequently 
the rate of interest tends to rise, the prices of goods must also 
rise. But if the price of goods rises, the value of money declines : 
it varies inversely, not directly, as discount” (p. 6). “‘ The rate 
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of interest may be considered as the natural and concentrated 
expression of the level of prices.” “The urgency of demand 
does not necessarily vary with supply, but obeys its own laws.” 
“Demand is the same thing as desire, or interest, for goods ” 
(p. 51). ‘‘Supply is determined by demand, which is simply 
another word for interest’ (p. 74). Later on, the author com- 
plains of ‘‘ the failure of economists to realise that wages and the 
rate of interest are exactly the same thing, namely, the basic 
price of goods, so that any development that curtails one also 
damages the other’”’ (p. 125). ‘‘In the last resort price is a 
spiritual phenomenon, namely, the expression of the average 
interest which the economic subjects feel and manifest for goods ” 
(p. 51). After distinguishing two senses of the word “ interest ” 
the author says that “interest in its special or technical con- 
notation (interest which is paid) is the same as interest in its 
spiritual sense (interest which is felt)” (p. 55). ‘‘ If the science 
of economics had a true theory of interest it would rise in protest 
against’ such things as old age insurance (p. 160). ‘‘ Poverty 
is relative, a mere notion” (p. 220). ‘‘ In some form or other 
all the economic systems that have been in vogue have been hostile 
to interest’ (p. 311). ‘‘ Interest is everywhere the same, and 
it has been the same all down the ages—by which I mean that it 
has oscillated round an unalterable figure ”’ (p. 365). ‘‘ During 
the heyday of the guilds, interest was controlled, that is to say, 
suppressed, controlled out of existence and recognition ”’ (p. 371). 

The central point of the book is a challenge to the orthodox 
theory that a rise in the rate of discount tends to lead to a fall in 
prices, while a fall in the rate tends to lead to a rise in prices. 
From the author’s point of view stronger support might have been 
brought forward, since a high correlation can be established 
between high discount rates and high prices. It has apparently 
been pointed out to the author what difficulties arise in a corre- 
lation of this kind. Extracts are given, apparently without 
permission, from a correspondence between the author and Prof. 
Pigou. But the author is unconvinced. His solution to the 
problem of how the value of money may be stabilised is to stabilise 
the rate of interest. “It may be objected that the English 
pound, and the French franc, and the German mark, and the 
Italian lira have all been stabilised, and some of them even made 
to appreciate, through the imposition of high discount rates. 
Do not let us be deceived. It was not the discount that did it, 
it was the application of main force ”’ (p. 34). 

Again, public debts are no burden. The repayment of them 


i 


1930] BANERJEA: A HISTORY OF INDIAN TAXATION 317 


produces deflation. ‘‘ A Government which sets out to pay off 
debts is forced to augment its revenue, unless it can manage to 
retrench on its expenditure. The latter course, which implies 
wage cuts more than anything else, has clearly a deflationary 
effect, seeing that wages and salaries are prices; the former course 
implies the creation of new taxes or the increasing of existing 
ones, which cannot but tend to raise prices, seeing that taxes 
are prices and an element of price. Thus the idea of debt re- 
demption is proved to be inherently contradictory” (p. 130). 
Trouble arises both when taxes are reduced and when they are 
increased. But the solution is clear. ‘‘An economic world 


conference . . . ought to lay down rules to enforce a policy making 
for the stabilisation of taxes”’ (p. 133. Author’s italics). 
D. T. Jack 


A History of Indian Taxation. (Macmillan. 1930. 531 pp.) 

Provincial Finance in India. (Macmillan. 1929. 367 pp.) By 
PRAMATHANATH BANERJEA, M.A., D.Sc., Minto Professor of 
Economics in the University of Calcutta. 


Ir is rather difficult to understand why this History of Indian 
Taxation has been published. It does not seem to contain any 
information of value, even for examination purposes, beyond 
what was previously available. in easily accessible publications ; 
eg. in Prof. Vakil’s Financial Developments in Modern India, 
which is much fuller, more lucid, and more convenient for use. 
Nor is there any commendable novelty in the manner of treatment. 
The chief point of departure from its predecessors is that the 
history of taxes only is dealt with, the corresponding history of 
expenditure being omitted, and this is certainly the reverse of an 
improvement. Minor peculiarities are that a summary of the 
discussion on the advisability of introducing an income tax into 
India and the well-known controversy between Sir Charles 
Trevelyan, the Governor of Madras, and the Central Government 
on the subject is given; and the order in which different heads 
of revenue are discussed is unusual, land revenue being deferred 
to Chapter VII. 

Prof. Banerjea is chronologically a link between the old and 
the new school of Indian publicists on such subjects as these. 
The old school, of which Dadabhai Naoroji and Romesh Chunder 
Dutt were the leaders, was essentially polemical, and studied 
Indian history and economics with the object of effecting political 
change. The new school consists of young men, or men in early 
middle age, who realise that the destinies of India are in the hands 
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of Indians, and who therefore devote themselves to constructive 
work. Prof. Banerjea’s work largely misses the positive qualities 
of either of these schools. As a result there is a certain vague- 
ness, what in painting is called woolliness, about his presentation 
of facts. Thus, for example, after quoting Sir William Hunter’s 
remarks in 1880 on the smallness of Indian taxable capacity, 
he continues: ‘The level of taxation in India has risen 
largely since Sir William Hunter made these observations, but 
it is difficult to say whether there has ensued a proportionate 
improvement in the material condition of the people during this 
period. . . . The late Mr. G. K. Gokhale remarked that... 
the bulk of its population was daily growing poorer under the 
play of the economic forces which had been brought into existence 
by British rule. There are many politicians and economists who 
hold the same view even at the present day. On the other hand, 
not a few officers of the Government appear to entertain the 
opinion that India is making rapid strides on the road to wealth 
and prosperity.” And so, having cited alleged extreme opinions 
on both sides (who the “ economists ”’ are who believe that the 
bulk of the Indian population is daily growing poorer, or the 
Government officers who think that India is making rapid strides 
towards wealth and prosperity, it would be indeed hard to say), 
Prof. Banerjea declines to take the responsibility of expressing 
an opinion of his own, and even abstains from stating the obvious 
facts with regard to the relation between taxes and taxable 
capacity. These are—(1) in rupees the tax revenue is now 
roughly double as much as in 1880, but the rupee has fallen both 
in gold value and purchasing power; (2) the development of 
commerce and industry, the building of railways, the execution 
of great irrigation works, and, in general, the “‘ play of economic 
forces,” have, since 1880, created a new wealthy class, and in- 
creased taxable capacity in a far greater ratio than taxation; 
(3) the bulk of the population, nevertheless, is still in much the 
same economic condition as then, living close to the margin of 
subsistence. And as these things are so, the problem of Indian 
taxation is to adjust the burden to the taxable capacity of 
different classes of taxpayers, and so to obtain the resources 
necessary for improving the economic and moral status of the 
bulk of the population. Prof. Banerjea’s plan of treatment 
militates against the serviceableness of his work in the elucidation 
of this problem. 

It is, on the other hand, quite easy to see why Provincial 
Finance in India has been published. It is an exposition of the 
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Bengal case against the present distribution of sources of revenue 
between the Imperial and Provincial Governments, by which the 
Empire receives the proceeds of Income tax, Custems, Opium 
and Salt taxes, and the Provinces Land Revenue, Stamps and 
Excise. Bengal, with its fertile soil and unfailing monsoons, is 
agriculturally potentially the richest part of India, but it has a 
deplorable system of land tenure, and its provincial finance is 
crippled by ‘‘ permanent settlement.” If only the absurd theory 
that because in the eighteenth century the East India Company 
promised not to take more than certain definite sums from the 
Bengal Zemindars for the benefit of its shareholders, the Legis- 
lative Council of Bengal is prohibited from taxing a wealthy and 
parasitic class, were now abandoned, the Bengal Government 
would have larger financial resources than those of the other 
provinces. Prof. Banerjea, instead of advocating this solution 
of the problem, advocates proposals which will appear to Indians 
generally an inequitable subsidising of Bengal at the expense of 
the poorer provinces. Here again he fails to throw miuch light 
on the essential problem of Indian provincial finance, which is, 
how much increased revenue the provinces need in order to dis- 
charge effectively their duties in relation to public health, edu- 
cation, etc.; and how to obtain that increase. 
\ ¥\ 
Human Factors in Cotton Culture. By Rupert R. VANCE. 
(London : Humphrey Milford. Pp. xi + 346. 13s. 6d. net.) 


Tuts is one of a series of social studies published by the 
University of North Carolina Press, and it comes at a very oppor- 
tune time, for several things have been happening in the last few 
months to attract attention to the extraordinary state of affairs 
in the American Cotton Belt. The crux of the whole position is 
the intolerable social conditions under which the great majority 
of the farmers in the American Cotton Belt are living, and it must 
be understood that this applies to white men as well as negroes. 
Lest the state of affairs described by the author should be 
regarded as in any way exaggerated, it may be well to mention 
an official report recently published by the U.S. Department of 
Agriculture on the income and standards of living in 1924-26 of a 
group of white farmers in Gwinnett County, Georgia, a typical 
cotton county in the Piedmont district, farmed mainly by whites. 
The return on which this report was based covered 288 typical 
farmers, of whom 94 were owners and 194 tenants or croppers, 


and the gist of the whole report may be condensed into one figure, 
No. 158.—vo.. xu. 
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that the total income of these people (deducting interest on capital 
in the case of the owners, but adding the value of the food and 
fuel furnished by the farm, as well as the rental value of their 
houses) averaged only 683 dollars per family, or say £140 for a 
family of five! In comparing this with the average income of 
farmers in England, it must be remembered (1) that the cost of 
living is higher in America, and (2) that this is an average including 
owners, tenants and “ croppers,” but if the latter only had been 
taken, especially the croppers, the position would have been 
infinitely worse. The conditions under which many of these 
white farmers live, as the present reviewer has himself seen them, 
are incredibly bad, and it is well that they should be known not 
only outside America but also in the other more prosperous parts 
of the industrial north in America where they are just about as 
little known. 

The causes of this extraordinary state of affairs are perfectly 
well known. They may be summed up as (1) the boll weevil and 
(2) bad farming. The boll weevil has reduced the average yield 
for the American Cotton Belt as a whole from something over 
200 lbs. to little over 150 Ibs. an acre in an average year. Bad 
farming and the vagaries of the climate are, of course, responsible 
for a great deal. Good land well cultivated ought to yield at least 
500 lbs. an acre, and could be made to do so even yet if weevil were 
properly controlled. But the most serious fact of the whole 
position is that the weevil has affected not only the quantity but 
also the quality of the yield. The only way to evade the worst 
of the damage is to grow early maturing varieties, but these are 
generally of short staple and poor quality. In recent years the 
amount of this short-stapled cotton produced in the Belt as a 
whole has increased very rapidly, and in Texas it has practically 
wiped out the old staple varieties on which Lancashire was once 
so largely dependent. 

With so strong a case it must be admitted that the author has 
not made his presentation of it nearly so convincing as it might 
have been. The fact is, he has not told the whole truth, which is 
that these conditions are largely preventable and that the worst 
feature of the whole business is the apparent impossibility of 
getting any reform seriously tackled. The boll weevil could be 
controlled, but only by co-operative action, which seems to be 
even more difficult in America than it is in this country. As to 
their farming methods, e.g. the almost universal one-crop policy 
of cotton and nothing else, all their own authorities have been 
telling them about this for a quarter of a century, but almost 
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without effect. The lack of rotations, the failure to use ferti- 
lisers, the almost complete absence of cattle or mixed farming, 
and the utter neglect of the most ordinary methods of soil 
preservation, are all conditions which the merest child in agri- 
culture knows can only lead to one result, the impoverishing of 
the soil and of its cultivators. Everybody in the Cotton Belt 
knows all this, but nothing is done. Year after year these 
miserable farmers struggle on under their hopeless burden of debt, 
from which they can only hope to escape by “ quitting,’ very often 
surreptitiously, and trying again somewhere else. A good year 
just about enables them to break even. Why they continue to 
live under such conditions is almost beyond comprehension, and 
indeed can only be explained by the same utterly shiftless 
character that has produced these conditions. 

All this may sound very strong language, but anyone who 
knows the Cotton Belt and the conditions under which the most 
of the country population are living, 7.e. outside of the towns, will 
know that it is true. / Mr. Vance’s book is not such as to command 
a very wide public in this country, which is to be regretted, for a 
really adequate statement of the whole facts of the case, along 
with a discussion of the causes and the remedies, ought to be 
widely circulated in every country where American cotton is 
consumed. In the meantime the book provides an extremely 
interesting object lesson in what to avoid in our own Empire 
fields. 


\ 


\ Labour and Internationalism. By Lewis L. Lorwin. (London : 
Allen and Unwin. 1929. Pp. 684.) 


Mr. Lorwin has written a straightforward history of the 
tivities of international Labour societies from the birth of the 
First International in 1864 to the intricacies of the post-war 
period, with the Second, Two-and-a-Half and Third Internationals 
in the political field, and the Amsterdam, the Red, and the 
Christian Federations representing international Trade Unionism, 
not to mention the International Trade Union Secretariats, the 
recalcitrant Syndicalists with their International Working Men’s 
Association in Berlin and the medley of Youth Organisations, 
Sports Federations and the like. 
On the whole Mr. Lorwin tells his tale competently, though 
without evidence either of vivid inspiration or of the discovery 
of much new material. /Chapters in this story, particularly the 


struggles of the First International and the wild hopes and 
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Joun A. Topp 
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conflicts of the reconstruction, neriod after the war, are romantic 
and exciting. .The chief defect OL Ar. Lorwin’s book is that it 
makes > ‘tle Of this romance, tenuihg rather to degrade every 
inciden;, } a common level of matter-of-fact negotiation and 
organis: 1. Nevertheless, the author has accomplished a task 
of no a, #ll difficulty in making a consecutive and intelligible 
tale out of such complicated matters as, for example, the fruitless 
efforts of the Anglo-Russian Committee of 1925-27 to mediate 
between the Red Trade Union International and the suspiciously 
bourgeois Union leaders of Amsterdam. 

Mr. Lorwin’s final chapter on ‘‘ Horizons Ahead” has no 
very definite conclusions to offer. He thinks that the inter- 
nationalisation of Labour activities in the immediate future will 
be held in check by a strong pull towards what he calls “ Labour 
nationalism ’’—namely, the tendency to defend the standards of 
high-wage countries by such policies as protective tariffs, control 
of immigration and concentration on improvements in the 
efficiency of labour to avoid wage reductions. National Labour 
parties and Trade Union organisations cannot but perceive the 
attractions of these policies, and their interest in uniting the 
workers of the world may be proportionately weakened. One 
fact, moreover, which stands out conspicuously from Mr. Lorwin’s 
whole story is the predominantly European character of all 
international Labour activities. Africa, Asia and Australia count 
for little more than names in pious resolutions, while American 
Labour abandons with difficulty its proud isolation (plans for 
the affiliation of the American Federation of Labour to the 
Amsterdam International being perpetually frustrated by the 
reluctance of the Americans to pay the capitation fees agreeable 
to Europe !). 

A number of minor inaccuracies and misleading statements 
disclose themselves in the course of the book. Unimportant in 
themselves, they are just sufficiently numerous to raise misgivings 
as to what may not lurk undetected. Thus, Mr. H. G. Wells 
will be surprised to find himself numbered amongst the founders 
of the Fabian Society; and the I.L.P. hardly less surprised to 
learn that they follow in the footsteps of Sidney Webb. Again, 
reference is made to the three Commissions into which the Inter- 
national Economic Conference of 1927 divided itself as though 
they were permanent bodies. And it is claiming rather much to 
suggest that “ President Wilson brought the United States into 
the war . . . expressly . . . to rebuild international life on the 
basis of his fourteen points.” 
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Finally, if an English crit’ muy be so bold as to question the 
American language, must nave “ voluntaristic 495) where 


“ voluntary ” would serve as well ? 
BaRBARA TTON 


Karl Marx. By Orro Rtuuze. Tr. by EpEn and Cr. PAvt. 
(Allen and Unwin. 1929. Pp. 420. 15s.) 


Mucu the best parts of this book are the historical sections. 
In these are brought together many details of the activities of 
revolutionary societies throughout Europe from the early ‘forties 
of last century down to the break-up of the First International 
in 1873. Much of this history, as, for example, that of the 
Federation of the Just formed by exiles in Paris in 1836 and 
subsequently converted into the Communist League, is not readily 
accessible elsewhere in English. In this book it is well told and 
the reader meets a varied company of revolutionary personalities 
—exiled and discontented aristocrats, escaped prisoners from 
Siberia, journalists, proletarians, politicians from France, Belgium, 
Italy, Germany and Russia—whose names have mostly been 
forgotten even amongst the leaders of movements of which they 
were the direct forbears. 

Mr. Riihle’s estimate of Marx as a thinker is much less valuable. 
It is difficult to say anything new and useful on this subject ; 
and what Mr. Riihle repeats of old matter is not well chosen or well 
expressed. To Marx’s deficiencies as a human being and as a 
tactician he is fully alive; but he does not seem able equally to 
apply his critical faculty to Marx’s thought and writings. The 
book includes many long quotations from the hero’s books and 
journalistic work, frequently unintelligible (at least apart from 
their context), but always appraised with fulsome admiration. 
Nor is the selection of passages a particularly wise one. It is 
surely unnecessary to devote seven pages to a verbatim quotation 
of the Communist Manifesto; and injudicious to add the comment 
that this document is “ as apposite, as true to life, as contemporary, 
as topical, as if it had been penned yesterday by a man intimately 
acquainted with our own day.” 

Nevertheless, the reader who will skip these passages will not 
go away unrewarded from this book. The picture which it gives 
of Marx himself, impetuous, impecunious and arrogant, strong 
in his affections and enthusiastic in his revolutionary programmes, 
but entirely without self-control or consideration for his family 
or his most devoted friends, is familiar; but Mr. Riihle has drawn 
it with new detail. He prints letters from Frau Marx and corre- 
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spondence between Marx and Engels and others of considerable 
interest, and has also illustrated his book with a number of 
exceedingly well-produced portraits of Marx’s friends and revolu- 
tionary colleagues, including Feuerbach, Lassalle, Liebknecht and 
a host of others. The author’s own attempt to assess Marx’s place 
as man and thinker suffers from over-rigid adherence to a kind of 
biological variety of the materialist interpretation of history. 
He is, for instance, determined to associate Marx’s sense of 
inferiority and persecution-mania with the state of his digestion. 
Nevertheless, the materials which he has brought together in this 
book should greatly assist his readers to form a just estimate of 
their own. 
Mr. and Mrs. Paul’s translation is entirely admirable. 
BaRBARA WOOTTON 


Die rechtlichen Grundlagen des Kapitalismus. Von Geh. Hofrat 
Dr. Kart Dizexut. (Jena: Gustav Fischer. Pp.63. Mk. 2.) 

Ende des Kapitalismus ? Von ApotF WEBER. (Miinchen: Max 
Hueber. 1929. Pp. 104. Mk. 2.60.) 


THESE vigorous pamphlets differ in the premisses from which 
they start and in the definitions which they assign to common 
terms. They agree in their desire to defend the capitalist system. 
Both value highly the services which they allege it has rendered 
in the past. Both hope and believe that it will long continue to 
flourish. Both attack Marx, Dr. Schmalenbach and Professor 
Sombart, the prophets of its approaching doom. 

The forecast of Marx they consider already refuted by the 
actual course of economic evolution. They regret Dr. Schmalen- 
bach’s theory that the capitalist system is being inevitably 
destroyed from within—the increase of fixed costs bringing all 
industrial activity under the control of cartels and thus restricting 
economic freedom. They refuse to believe with Professor Sombart 
in the slowing down of economic progress. Science will counteract 
the tendency to diminishing returns in the production of raw 
materials and food supplies. Moreover, the spirit of enterprise 
and adventure is still strong. For its display there is still 
unlimited opportunity. Their faith in the future of capitalism 
remains unshaken by his insistence upon the increase in the 
number of independent workers—craftsmen and peasant pro- 
prietors—the growing intervention of the State in the economic 
sphere, the rise of the public concern and the development of 
co-operative associations. 

Professor Diehl prefers to use the term “ capitalist system ”’ 
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rather than “ capitalism,” on the ground that the capitalist system 
is merely a definite historical epoch within the individualist 
economic system. It has as its distinctive characteristic the 
unrestricted use of private property. Agreeing with Professor 
Commons, he regards capital as a legalinstitution. Itis a category 
of the law of property. Capital represents the legal power to 
dispose of supplies of goods which are destined to serve for the 
acquisition of new goods. The foundations of the capitalist 
system rest on the new legal order which alone made possible the 
economic freedom and the economic advance of the nineteenth 
century. Nothing has subsequently happened to invalidate the 
principles which lay behind this legal order. They hold good 
to-day. Why then should we feel that this legal order and the 
capitalist system which is so intimately related to it are menaced 
with destruction in the near future ? 

Professor Weber defines capitalism as the system in which 
independent economic agents work together; invest their capital 
at their own risk; seek to make the maximum amount of profit ; 
are driven by competition to adopt the most progressive methods. 
The alleged failure of Bolshevik experiment, the difficulties of 
conscious economic control, the defective management of public 
concerns, the limitations of economic democracy—all seem to 
show the impossibility of socialism. Its aim, however, is the 
central problem of all economic policy—to provide each citizen 
with the material means for the “ good ” life. But to achieve this 
aim the leadership and organising powers of highly gifted 
individuals are indispensable. The requisite type of ability and 
character is most likely to emerge and function under conditions 
of economic freedom. Hence the necessity for the continuance 


of capitalism. 
J. LEMBERGER 


A Case for Laissez-Faire. By Jamzs W. Nispet, M.A., LL.B. 
(London: P. 8S. King & Son, Ltd. 1929. Pp. vii + 245. 
7s. 6d.) 


Mr. NisBET is brave and painstaking, but none too convincing. 
He sets out to champion a lost cause with an armoury full of good 
old arguments, indisputable facts and at least one new idea. 
His object is to enlist the support of philosophical and psychological 
teaching ‘‘to reinforce the economic importance of an individu- 
ality which has transcended the stage of leading-strings.”’ It is 
perhaps hardly fair to blame Mr. Nisbet for not being Mr. Keynes, 
whom, by the way, he accuses of “‘ faulty logic.” There has never 


JUNE 
rable 
er of 
volu- 
and 
place | 
ad of 
tory. 
e of 
tion. 
this 
ie of 
frat 
. 2.) 
fax 
lich 
non 
2m. 
red 
to 
Sor | 
the 
en- 
bly 
all 
ing 
art 
uct 
ise | 
ill 
m 
he 
O- 
ic 
of 


326 THE ECONOMIC JOURNAL [JUNE 


in his opinion ‘“‘ been a dualism between State and individual. 
No bridge is necessary because there is no gulf.”” This somewhat 
startling statement is hardly borne out by the remainder of the 
argument. 

A brief historical introduction shows the doctrine of laissez- 
faire arising as a natural corrective to Mercantilism, and calling 
into being, by yet another swing of the pendulum, the views 
named, not too happily, Collectivism. The ‘economic man” 
was a perfectly justifiable abstraction, which rendered to economics 
exactly the same kind of service that the skeleton supplied to 
physiology. The additional postulates of mobility of labour and 
fluidity of capital were equally near to fact until interfered with 
by Government and Trade Union action. In spite of all, com- 
petition cannot be eliminated: “ Hxpellas furca, tamen usque 
recurret.”” Competition which is equal as well as free comes nearer 
than any other system to rewarding men for the actual services 
they render, and the entrepreneur is still capable of achievements 
which no other agency can rival. Comparing the productive 
activities of local authorities, statutory companies and private 
enterprise, Mr. Nisbet finds that municipal management is the 
least successful of the three. In gas and electrical works, for 
instance, the mere carcase is attributable to municipalisation, the 
creative genius has emanated from private enterprise. Both in 
the production of gas and in railways, government regulation has 
acted as a discouraging check, thereby leaving a fair field to 
younger competitive services. A marked feature of modern 
industrial organisation is the continued existence of the producer 
of small or moderate size, with his opportunities of direct contact 
with the consumer, his chance of discovering individual skill and 
his ability to achieve an optimum position, Overpowering com- 
binations are, in the writer’s opinion, mere manifestations of 
megalomania, and rationalisation to be effective must become 
international, a consummation which he assumes, without any 
attempt at illustration or proof, to be impracticable. 

He finds hope for the future in the fact that Capital and 
Labour are not necessarily irreconcilable: the gap between the 
two has been bridged by the development of a technique of 
management, and acquisition is not incompatible with public 
spirit, genuine service and economic chivalry. What is required 
is a properly “systematised individuality’ attainable by the 
“‘ sublimation of egoistic impulses ’’ towards those objects which 
bring genuine satisfaction to the individual and the race. The 
chapters entitled ‘The Responsibility of the Producer” and 


are to be induced to “sublimate their egoistic impulses 
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“The Rationale of Consumption” contain much excellent advice 
on spending, saving and investing, which an intelligent reader 
might ponder and act on with profit to himself and the com- 
munity. But how exactly the 48 millions of the United Kingdom 
” it is 
difficult to imagine, nor does Mr. Nisbet give us much beyond 
pious hopes. The book is interesting though somewhat discur- 
sive; a great deal of it is familiar ground, and in the attempt at 
fair and impartial statement it fails to make as good a case as 
might have been made for laissez-faire. H. REYNARD 
:. of Financial Speculation. By R. H. Morrram. (Lon- 
don: Chatto and Windus. 1929. Pp. xi + 324.) 


\ A FRANKLY disappointing book, almost incredibly badly 
written. If Mr. Mottram had given us a straightforward exposi- 
tion, the interest of the subject-matter alone would have com- 
manded a respectful hearing. But though he appears.to be full 
of information he cannot get it out. He floats about and around 
it, seems to be always on the brink of some interesting revelation, 
and after much hinting at deep and extensive knowledge, retreats, 
leaving his reader baffled and disappointed. No doubt the style, 
which is jerky and inconsecutive and frequently ungrammatical, 
is partly to blame} 

The titles of thé chapters are intriguing and there are some 
good illustrations, not always collated with the text. One might 
have expected in a volume of this kind to find references to the 
practices of engrossing, forestalling and regrating, a connected 
account of the London Stock Exchange, and at least a con- 
secutive description of the South Sea Bubble. The two last- 
mentioned do indeed figure largely in Chapters III and IV, but 
their treatment can only be described as a series of excursions in 
the midst of much irrelevant matter. A chapter on Law and 
Walpole promises an appreciation of these two outstanding men : 
there is a fairly coherent account of Law, but with Walpole we 
return to the method of hints and digressions. 

The style of the book is almost intolerably journalese. A 
Prime Minister—Lord Salisbury by the context—is the “ hirsute 
marquess.”’ ‘“‘ The proletariat had not become vocative.”’ There 
is a Bibliography which includes among others such diverse 
authorities as the Encyclopedia Britannica, Dr. Johnson’s Dic- 
tionary, and two books about Tom Paine. But the reader is 
inclined to wonder how carefully the authorities may have been 
consulted. Count Corti’s two volumes on the Rothschilds, are 
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included in the Bibliography. Mr. Mottram describes the search 
of the Rothschilds’ house at Frankfort with a picturesque 
paragraph, all his own, about the “‘ five bright-eyed little boys ” 
whom the French Commissioners found “ sharing a garret in 
which they had hardly elbow-room.” The incident, according 
to Count Corti—and it does not appear that Mr. Mottram has 
any other authority—occurred in 1809, when the youngest of 
the bright-eyed little boys was seventeen years of age and the 
eldest thirty-six. One can only suppose that Mr. Mottram’s 
imagination got the better of him. The last chapter, dealing 
with post-war finance and industry, is the best part of the book, 
but even here there is little that could repay the reader for the 
many tedious pages that precede it. H. ReEYNARD 


An Economic Chronicle of the Great War for Great Britain and 
Ireland, 1914-19. With a Supplement dealing briefly with 
the years 1920-22. By N. B. Dare. (Carnegie Endow- 
ment.) (H. Milford. Pp. 400.) 

THE title of this book sufficiently explains its purpose, which 
has been accomplished with meticulous care, every event being 
entered on the day of occurrence. In addition, the record is 
checked at intervals with statements showing at certain dates the 
position as regards debt, employment, mint output, and output of 
commodities. It is an invaluable work of reference for the shelves 
of an economic library. 


Principles of Company Law. By A. F. Tornam, K.C. Seventh 
edition. (Butterworth & Co. 1929. Pp. 420. 7s. 6d.) 
Company Law. By A. Crew. Third edition. (Butterworth 

& Co. 1930. Pp. 374. 7s. 6d.) 

Tue last editions of these handbooks are of special importance 
in view of the numerous changes in every branch of company 
law which are made or consolidated in the Act of 1929. They 
are written by lawyers, and embody in their commentaries the 
interpretative decisions of the Courts; but both of them set forth, 
under clear divisions of formation, operation, accounting, and 
winding-up, an account of modern industrial structure in England 
which economists will welcome for its helpful exposition of the 
materials of their own work. 


Tate’s Modern Cambist. Centenary edition. By W. F.SpaLpine. 
(London: Effingham Watson. Pp. 734. £2 2s.) 


As the author points out, Tate could not have foreseen the 
international popularity of his book, for which in 1829 about a 


4 
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hundred pages were sufficient. ‘‘ But the story has grown in 
the telling, and the present edition has required some 700 pages 
for an adequate description of the monetary conditions of to- 
day—and still the multiplication of monetary units goes on— 
and still is the unification of the world’s currencies a dream that 
has not come true.” The number of monetary units quoted in 
this edition is sixty-six, and includes the baht, the cruzeiro, the 
lempira, the ryala, the tilla, and the yuan. But the diversity 
is greater than the number of quoted units, since for example, 
the peso may be of 1-556 grammes in Uruguay, 1-451 grammes in 
Paraguay, 1-464 grammes in Colombia, -183 gramme in Chile, 
and has a difference in the fifth decimal place as between the 
Argentine and Paraguay. 

The account of the bullion and exchange markets has been 
brought up to date, in view of many alterations since the war; 
and among new features is an account of the American silver 
market. An Appendix gives an account of Tate’s activities as a 
commercial teacher, and of the establishment of his ‘‘ Cambist ”’ 
after some competition with the similar work of one Kelly. 

The author’s acknowledgments to many colleagues will be 
gratefully extended to himself for the years of work which this 
edition has required. 


The Economic Forces of the World. (Published (in English) by the 
Dresdner Bank, Berlin. Pp. 176: with numerous tables.) 


Tue articles and tables in this Report are produced, on the 
basis of reliable material from different sources, by the Economic 
Department of the Bank. The purpose is to show the recent 
history and present importance of those forces which, in the post- 
war period, “ have caused substantial changes and tensions in 
world economy.” Summary tables are given for the world, and 
by continents, for population, agriculture, sources of industrial 
energy, traffic, metallic raw materials, textiles, and chemicals ; 
foreign trade, gold supplies, national income, and national wealth. 
The detailed tables for these factors are accompanied by textual 
commentaries on the recent changes in policy, technique, and 
tendency. The Section on National Incomes includes an account 
of the factors of interdependence in relation to real income. The 
commodity Sections are remarkable for both the completeness and 
compression of their information. This is the third issue, com- 
pleting 81,000 copies. 
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Worterbuch der Rechts- und Geschaftssprache, Englisch-Deutsches 
und Deutsch-Englisches. By Dora v. BESELER. (Berlin: 
de Gruyter and Co. Pp. 223.) 


As a translator attached to the German Foreign Office, the 
authoress has collated corresponding terminology, and this is 
now expanded into an economic and legal dictionary. It is a 
most serviceable volume, meeting a need which ordinary 
dictionaries do not meet, and being based on an extensive use of 
leading periodical and other literature in both countries. 


Dizionario commerciale: Italiano-Inglese e Inglese-Italiano. By 
Pror. N. Sprnecui. (Turin: Lattes & Co. 2 vols.) 
Tuts dictionary will be a valuable aid to students of Italian 
economics. It has an extensive terminology in subjects relating 
to economics, finance and statistics. 
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NOTES AND MEMORANDA 


Dr. CANNAN’S VIEWS ON UNEMPLOYMENT 


To have provoked the publication of Dr. Cannan’s views on 
unemployment is a service I do not regret, even if the result is to 
demonstrate that my own views are wrong. The demonstration 
does not, however, seem to me complete, and I will therefore 
restate my position briefly in the light of Dr. Cannan’s criticisms. 

1. Dr. Cannan makes an important distinction between short- 
term and long-term unemployment. I was not unaware of the 
distinction (cf. pp. 4-5 and 117-119 of my Post-War Unemploy- 
ment Problem), but I did not regard it either as the chief difference 
between pre-war and post-war unemployment, or as due to the 
Unemployment Insurance scheme. Dr. Cannan’s view is based 
on certain assumptions of fact—that an excess of short-term 
unemployment is ‘‘ not confined to particularly depressed indus- 
tries,” is “‘ not observable in uninsured occupations ”’ or countries 
without an insurance scheme, and that it is correlated in time with 
the coming into full force of unemployment insurance. Outside 
the period and the countries which have unemployment insurance 
schemes, many things are not easily “ observable ” which never- 
theless occur. Before the war short-term unemployment was 
quite common, as the Poor Law Commission’s investigations 
showed, and must have borne a high ratio to long-term; it was 
common in those industries—Building and Docks—in which it is 
most extensive now. There is a good deal of it in the “ uninsured ” 
occupation of Agriculture, and a great deal of it in the “ un- 
insured ” countries of America. I attribute it, as the Poor Law 
Commission and Sir William Beveridge did before the war, to 
vicious methods of engaging labour and defective organisation of 
the labour market rather than to the provision of relief. 

2. I dismiss “far too airily the influence of insurance on the 
mind of the insured.”’ If I did so, it was because I could not see 
that it is possible to make openings for employment merely by 
seeking them. Dr. Cannan seems to me to dismiss far too airily 
the safeguards in the Insurance scheme against the grant of 
benefit when employment is available. My remark that ‘“‘ sooner 
or later’ the unemployed workman is obliged to accept work 
outside his own district or trade was, as the context shows, 
merely a summary of the numerous and detailed rulings by 
which the umpire safeguards the insurance fund against claims 
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when work is available ; it is “ sooner ”’ in the case of a single man 
without dependents, “‘later”’ in that of a married man with a 
skilled trade and a settled home; which is reasonable. Where 
the regulations may be delaying the expansion of employment is 
in requiring the standard rate of wages as a condition of treating 
an offer of employment as “suitable.” It is true that the volume 
of unemployment would be reduced if the time-lag in the move- 
ment of labour to available jobs were reduced; but the way to 
secure that object is surely to improve the efficiency, by extending | 
the use, of the Employment Exchange system. Merely harrying 
the unemployed more probably tends to increase the number of 
casual engagements, and so to extend short-term unemployment 
or chronic under-employment. The “ waiting period ” was, in 
fact, extended, and conditions otherwise made more stringent, 
in February and July 1925, without any discernible effect on the 
figures of unemployment. 

3. Rationalisation ‘‘as a cure for unemployment ”’ is “ per- 
fectly futile.” I readily admit that, where demand is inelastic, 
the immediate result of reducing costs may be to reduce employ- 
ment; but, on a dynamic view, an inelastic demand schedule may 
rise as a whole from one year to another. At any moment in the 
fifty years before the war the demand for coal or wheat was 
probably inelastic; yet demand increased throughout the period. 
The reasons for believing that such a reduction of costs as might 
be effected by reorganisation was needed in the interests of 
employment can be summarised quite shortly. The world 
demand for the products of all the depressed industries is growing 
with growth of world population and wealth; this increase will 
be satisfied from other sources if our costs are higher than theirs. 
Even if there is no growth in aggregate demand, it is not certain 
that our share of production might not be restored to something 
nearer its former proportion, as the shipbuilding and coal indus- 
tries have demonstrated. Even if we have to import raw material 
and export the manufactured product, as in the case of the 
cotton industry, so has our chief rival Japan. It cannot be 
assumed that because a raw material is grown in a country it is 
necessarily cheaper to manufacture it in that country; it costs 
no more to bring cotton from Galveston to Lancashire than to 
take it to the chief cotton manufacturing areas of the United 
States. As Lord Salisbury said in another connection, it is 
advisable to use large-scale maps. 

Even if lowering costs offered no prospect of increasing 
employment, it would still be necessary in the interests of main- 
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taining employment. As I pointed out (pp. 49-50), a good deal 
of employment is at present being given at a loss. Unless the 
loss can be stopped, this employment will no longer be given. 
On the other hand, if the loss can be stopped, the demand for 
labour, which the revenue of these industries provides, will be 
increased; for example, if the 200 cotton mills, which lost on an 
average £10,000 each in 1928, had been able to cover their costs 
and charges, they might have given rather less employment in 
the cotton industry, but they would have added £2,000,000 to the 
national income, instead of merely transferring £2,000,000 from 
their unfortunate proprietors to their creditors, or, where they went 
bankrupt, from their creditors to their employees. A reorganisa- 
tion that reduces costs has the same ultimate effect on employ- 
ment as any other labour-saving device; it increases wealth, 
and therefore increases the demand for labour. Has Dr. Cannan 
himself slipped into the “lump of labour ”’ fallacy ? 

4. The chief criticism that Dr. Cannan brings, however, is 
that I ignore, or neglect, the “ true remedy ”’ of unemployment, 
“ redistribution of labour force between the different occupations,” 
and that this neglect is explained by my holding the “lump of 
labour fallacy.” Actually the difference between us is very 
largely that my discussion was confined to the special conditions 
of the post-war problem, while Dr. Cannan is discussing unem- 
ployment in general. Before the war redistribution of labour 
kept unemployment within comparatively narrow limits; even 
after the war, until 1925, it was effective in reducing unemploy- 
ment. Since 1925 it has not sufficed, and, in the twelve months 
since I wrote, unemployment, in spite of much redistribution and 
the assistance of the policy of transfer, has increased 40 per cent. 
My reference to the policy of transfer was a bare reference to fact ; 
the policy had achieved little, and Dr. Cannan, with fifteen months 
additional experience to draw on, does not show that it can achieve 
more. If and where there is a demand for labour, the spontaneous 
mobility of labour, assisted by the ordinary functioning of the 
Employment Exchanges, can be relied on to meet it, as is shown by 
the immense transfers from the munitions industries and into Build- 
ing since the Unemployment Insurance scheme was made national 
inextent. There appears to be little scope for a policy of transfer, 
over and above these existing agencies of redistribution. 

If it is to be guilty of the “lump of labour fallacy ” to dis- 
believe that the release of labour by a declining industry auto- 
matically ensures a compensating increase in the demand for 
labour in another industry, in the same country, and at the same 
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or higher rates of pay, I must plead guilty. As Dr. Cannan 
guesses, I do not regard the people of Great Britain and Northern 
Ireland as a self-contained and self-supporting community (his 
own argument seems to imply that they are), and I regard it as 
quite possible, therefore, for an expanding world demand for 
commodities to be satisfied from other sources without relieving 
unemployment in this country at all.- That will happen if our 
costs are higher than those of competing countries, which also 
have unemployed workers and idle capacity that they wish to 
employ. We could still employ our population in meeting our 
own needs, as Dr. Cannan argues; but is it certain that we can 
do it “ without reducing the advantages [of the employment] 
much below that of other occupations,” or that “trades for 
domestic consumption ” could “ provide as good a living ” for 
the workers at present dependent on the export trades if we once 
lost these export trades? I discounted the growth of certain 
expanding employments because it was due, at least in part, to 
protection and subsidies. Dr. Cannan assumes, what I wish to 
see proved, that our comparative advantages for the manufacture 
of motors, and for the unspecified occupation in which the 
daughter of a Welsh miner is making good in Oxford under his 
eyes, are greater than our comparative advantages for steel, cotton 
or fine dress goods. If not, if their expansion is explained by 
subsidies and protection, they do not afford proof of the possi- 
bility of relieving unemployment by mere redistribution. 

It is assumed, not only that occupations could be found for the 
present unemployed by redistributing them, but that these 
new occupations will give them employment at the same or higher 
rates of wages. No one would dispute the possibility of finding 
work for the unemployed at some rate of wages; surely it is not 
“ the lump of labour fallacy ” to hold that it would not be possible 
at any rate of wages. If the unemployed would work for a pound 
a week, there are many new industries that would spring up to 
absorb them; but in that case there would be no need to redis- 
tribute them, because the existing industries could reabsorb them. 
In a previous essay on this subject (Economic JouRNAL, March 
1928) I argued for the view that by a redistribution of labour such 
an increase in production might be secured, that the whole of the 
working population might be employed at something like present 
average wages. Theoretically I can still see the possibility of this ; 
but practically, after two more years of abnormal unemployment, 
I see no likelihood of its being achieved, whether by spontaneous 
movement of labour or by a policy of Government transfer. 
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Either, therefore, a reduction in wages, at least to the real level of 
1924, or an increase in the productivity of industry by the appli- 
cation of more capital, technical improvement, or reorganisation, 
is necessary, or we must expect unemployment to continue. And 
this whether we abolish unemployment relief or not. 

I do not, therefore, hold the fallacy that the demand for labour 
is fixed and limited, and I quite readily admit that by an appro- 
priate redistribution of labour, which the abolition of the Un- 
employment Insurance system might assist, all the unemployed 
might be employed. The important question is, on what terms 
could they be employed. It is unlikely that they would all be 
employed on terms as good on an average as those enjoyed by the 
workpeople at present in employment. The possible terms 
depend on the distribution of industrial skill, the amount and 
form of capital available, the existing organisation and market 
connections of British industry, none of which can be changed 
suddenly. No doubt by the year 2000, or even 1950, industry 
will have adjusted itself to the changes brought about by the war 
and the return to the Gold Standard; but the people engaged in 
industry to-day, unlike economists, are not able to look at 
economic problems sub specie eternitatis. 

In fact the remedial influence of redistribution of labour has 
not kept pace with the influences tending to increase unemploy- 
ment. The important practical question, therefore, that Dr. 
Cannan brings out is, what is holding up and delaying redis- 
tribution? Unemployment relief may be an influence; but it 
cannot be the chief influence, because industry is organised, and 
openings for employment created, not by the wage-earner, but 
by capitalist enterprise. Three influences seem to be checking 
this enterprise. One is the level of wage-rates, which have been 
maintained at approximately the 1924 level, while the price, 
which the employer gets for his products, as shown by the average 
price of exports, has fallen 18 per cent. A second is the general 
fall in prices. The third is the heavy direct taxation of profits, 
out of which expansion and new enterprise are financed. The 
growth of industry before the war, which carried with it the 
redistribution of labour, was effected mainly by successful firms 
expanding out of profits; and the increased rate of taxation of 
profits is one of the most obvious and largest economic changes 
that distinguish the post-war from the pre-war period. It is 
difficult to see how new openings, at equal or higher rates of pay, 
can be created for displaced labour as rapidly as they were created 
before the war. Henry Cay 
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OBITUARY 


THE EARL OF BALFOUR 


By the death of the Earl of Balfour, in the ripeness of his 
years, the Royal Economic Society has lost the last of the dis- 
tinguished statesmen who were its original Vice-Presidents at 
the date of our foundation forty years ago, though, happily, no 
less than six of our original members of Council are still serving 
the Society. 

Arthur James Balfour was probably better equipped than any 
man, who has been Prime Minister of Great Britain in modern 
times, to hold high office in our body. He first came to the subject 
in his undergraduate days in Cambridge as the pupil and friend 
of his brother-in-law, Henry Sidgwick. His first speech in the 
House of Commons was on the subject of Bimetallism. His 
Economic Notes on Insular Free Trade was certainly the most 
*‘ academic ’’ memorandum which a Prime Minister has ever 
circulated to his Cabinet. 

His attitude to the two great economic controversies of the 
last generation, in both of which he played a part of first-rate 
importance—the Bimetallic Controversy and the Tariff Reform 
Controversy—well illustrated his most marked intellectual 
characteristic, the remarkable open-mindedness with which he 
combined a cautious and balanced conservatism. Except for 
those who are too “ enthusiastic,” too hasty to translate ideas 
into action, there was nothing in the intellectual world of England 
more charming and beautiful to behold than this supremely 
well-informed, brilliantly dialectical, open-minded conservative, 
perfectly poised between the past and the future. 

His boldest flight of policy naturally came earliest. “‘ Mr. 
Balfour’s speech at Manchester on October 27, 1892,” the 
Economic JouRNAL recorded at the time, “ marks an epoch in 
the history of English monetary discussion.” His repudiation 
of the gold standard in the form in which it was functioning in the 
early ‘nineties was unqualified. ‘‘ The instrument of exchange,” 
he said (meaning gold monometallism), “which you actually 
have is a bad instrument, and I offer you for your acceptance an 
instrument which, if not perfect, is at all events practicable, and 


1 Vol. II., p. 105. The speech in question was reprinted in British Industries 
and International Bimetallism. 
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is incomparably better than any which you are likely to obtain 
by any other means of which I have any knowledge.” One does 
not easily find an equal boldness to-day from any statesman who 
has led his party in Parliament—as Balfour already had in 1892. 

Some years later he was again unafraid to be an economic 
heretic—whilst perfectly aware of the opposing arguments—along 
lines of his own which were not palatable to either of the contend- 
ing factions. The Economic Notes on Insular Free Trade is one 
of the most remarkable scientific deliverances ever made by a 
Prime Minister in office. It wears well and bears re-reading. 
I think that economists to-day would treat Balfour’s doubts, 
hesitations, vague sensing of troubles to come, polite wonder 
whether unqualified laisser-faire is quite certainly always for the 
best, with more respect, even if not with more sympathy, than 
they did then. Mr. L. L. Price, reviewing the pamphlet in the 
Economic JourNAL (Vol. XIII. p. 567), recorded that “one 
impetuous critic (Mr. A. C. Pigou in a letter to The Timea) asserted 
on the morrow of the publication of the pamphlet that Mr. 
Balfour had done no more than state propositions with which 
most modern economists would agree, when expressed in this 
abstract form, and that on some points they would be ready to 
go farther than he had done; but, he added, no attempt had been 
made by the Prime Minister to bring these undisputed, or in- 
disputable, hypothetical reasonings into the relation with the 
actual facts of the present circumstances of England which was 
needed to justify a practical policy, and such an attempt was 
doomed to fail.” 

This is not quite one’s feeling on re-reading the pamphlet 
to-day. Onecanstill note the sophistry of the delicate transitions 
from the demonstration that a doctrine is not certainly false to the 
half-suggested implication that it is, therefore, probably true. 
But when it comes to the facts of Great Britain’s situation, as 
viewed in the light of after-events, one must feel a respect for the 
prescience and sensitiveness of the author. In the Marshall 
library at Cambridge there is to be found Alfred Marshall’s copy 
of the Economic Notes with his many comments pencilled in the 
margin. Here again one feels—beginning with Balfour’s sentence, 
“we must now accept the fact that the most advanced of our 
commercial rivals are not only protectionist now, but in varying 
measure are going to remain so,” and Marshall’s comment, 
“not certain ’—that the statesman’s prevision of the subsequent 
course of commercial and industrial policy has proved the more 
correct. 
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We have lost in Arthur James Balfour one of the greatest 
ornaments of his age, a steady friend in high places of science and 
art and sound learning, a lover of Universities and what they 
stand for, one who was sensitive and exquisite in every occasion 


of courtesy or taste. 
J. M. Keynes 


CURRENT Topics 


WE announce with much regret the death of Dr. Arthur 
Twining Hadley, President Emeritus of Yale, at the age of seventy- 
three. Dr. Hadley was an original member of the Royal Economic 
Society. We hope to publish some account of him by Professor 
Irving Fisher in the next issue of the JouRNAL. 


Tuts issue of the JouRNAL has to go to press before the date 
of the Annual Meeting of the Society called for May 28. Our 
President, Professor H. 8. Foxwell, was to have delivered his 
Presidential Address on this occasion, but owing to illness it has 
been necessary that this Address should be postponed. It was 
proposed, therefore, to hold a discussion on ‘‘ Some Problems of 
Rationalisation,” with Professor A. C. Pigou in the Chair. Two 
new Vice-Presidents are nominated for election on this occasion, 
namely, Lord Passfield and Dr. Bonar, both of them being original 
members of the Society and with long service on the Council. 


THE net gain of new Fellows and Library Members, after 
deducting those lost by death, resignation or default, is, for the 
third year in succession, in the neighbourhood of 300. The total 
number of Fellows and Library Members on December 31, 1929, 
was 3,465. The Revenue Account of the Society shows a satis- 
factory surplus. A copy of the balance sheet and other particulars 
have been posted to all members of the Society. 


WE are asked to announce that an International Conference 
of Agricultural Economics and Farm Management, in continuation 
of the Conference held last year at Totnes, Devon, will be held at 
Cornell University, Ithaca, New York, from August 8 to August 
29. The programmes for the Conference are now available and 
may be obtained from Professor Leland Spencer, Department of 
Agricultural Economics, Cornell University, Ithaca, New York. 


RECENT PERIODICALS AND NEW BOOKS 


Journal of the Reyal Statistical Society. 

Part I. 1930. The Present Position of the British Coal Trade. J. H. 
Jones. Money and Index-numbers. R. G. Hawtrey (with 
discussion). 

Economica. 
Marcu, 1930. Is America Prosperous? T. E. Grecory. The 


Present Position of Economic Science. L. Ropprns. The Early 
History of Industrial Conciliation in England. J. R. Hicks. 


Sociological Journal. 


JANUARY, 1930. European Democracy and the New Economic Forces. 
C. Danson. Surveys and Country Life. A. FaRQuHARSON. 


International Labour Review. 


Fesruary, 1930. Working Conditions in a Rationalised Industry : 
the Bata System and its Social Consequences. The Crisis in the 
Australian Coal Industry. F.R.E.Mavipon. The International 
Organisation of Migration. C. Tarr. Annual Holidays with Pay 
for Miners. 

Marcu, 1930. Injunctions in Labour Disputes in the U.S.A. E. E. 
Wirtr. Employers’ Additional Unemployment Benefit Schemes in 
Great Britain. M. B. Gipson and E. J. Ricnres. The Family 
Allowance System: a Survey of Recent Developments. 

Apri, 1930. The Preparatory Technical Conference on Conditions of 
Employment in Coal Mines. F.Mavrette. Industrial Relations 
in the London Traffic Combine. G. A. JoHNSTON and T. G. SPATES. 
Employment and Unemployment in some Great European Ports. M. 
GorTscHALK. 


The Political Quarterly. 


January, 1930. This first issue contains The Problem of the Coal 
Mines, by G. D. H. Cote; The Question of High Wages, by J. M. 
Keynes; How far can a Labour Budget go ? by J. WEDGwoop. 

Aprin, 1930. Empire Free Trade. T. E. Gregory. 


Quarterly Journal of Economics. 


Frepruary, 1930. The Tariff 1929-30. F. W. Tavssic. Economics 
and the Idea of “jus naturale.” O. H. Taytor. The Measure- 
ment of the Physical Volume of Production. A. F. Burns. Con- 
trol of Investment versus Control of Return in the Regulation of 
Natural Monopolies. B. W. Knicut. Business Fluctuations and 
Public Works. G. BretscHowsky. Statistical Light on Profit as 
analysed in Recent Literature. R. C. Epstein. Industrial Com- 
bination as surveyed in Recent Literature. P. T. Homan. 
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Harvard Journal of Economic and Business History. 

Fresruary, 1930. Materials for an Economic History of the Ancient 
Near Hast. A.T. Otmsteap. The European Financial Crisis of 
1559. H. Hauser. The Massachusetts Bank, 1784-1865. M.H. 
Fouutps. History of the Bank of Italy in California. G. W. 
Dowriz. The French Railroads, 1823-42. G. LeErrano, 
Business Leaders in Cologne in the Nineteenth Century. M. L. 
HartsovueH. Trend of the Southern Iron Industry under the 
Plantation System. L. J. Capron. 


Journal of Political Economy. 

Fresruary, 1930. A Measurement of British Industrial Production, 
N. A. and P. H. Dovatas. JInter-allied Debts, Reparations, 
and National Policy. H. L. Lutz. The General Property Tax 
and the Farmer. M. Newcomer. The Rise of the American 
Cottonseed-oil Industry. H. C. Nrxon. 


American Economic Review. 


Marcu, 1930. Velocities, Turnovers, and Prices. H. J. DAVENPORT, 
New Estimates of National Incomes. H. E. Fisk. Classifications 
of Public Expenditures. H. W. Guest and M. H. Hunter. Cor. 
porations and the Public Investor. A. A. BERLE and G. C. Mmans, 
Rent under Increasing Returns. F. A. Ferrer and A. B. Wore, 
Land and Capital (a note). E. CANNAN. 

DECEMBER, 1929. Papers and Proceedings of the Annual Meeting of the 
American Economic Association. This includes papers on Public 
Works and Unemployment ; Reparations and the Flow of Capital, 
and the Mechanisation of Industry. 


Annals of the American Academy of Political and Social Science. 
Marcu, 1930. Real Estate Problems. This study is mainly of interest 
to the general reader through its articles on the problems of land 
valuation and taxation. 


Wheat Studies (Stanford, California). 


Frsruary, 1930. The Contractility of Wheat Acreage in the United 

States. Will the Federal Farm Board be able to restrict the 
. acreage planted to wheat ? 

Marcx, 1930. The Danube Basin as a Producer and Exporter of 
Wheat. The Danube Basin has lost its importance on the world 
wheat market since the war, its annual exports falling from 
110 million bushels in 1909-13 to 36 million bushels in 1923-27, 
due to a lower yield per acre. The decline is mainly attributed 
to agrarian reform in Roumania. 


Revue d’Economie Politique. 
JANUARY-FEBRUARY, 1930. Situation et avenir de Vagriculture 
francaise. M. M. P. Caziot, P. Hate, H. Rovy. 
La réforme de V’étalon de change-or. F.Muiynarski. Le crédit par 
acceptation Londres. H. Povyanne. L’cuvre scientifique de 
quelques économistes étrangers. M. Byf. Quelques aspects 
économiques de la conquéte espagnole de l’Amérique. L. BAauDIN. 
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Journal des Economistes. 


JanuARY, 1930. Du risque en matiére de banque P.Causour. La 
reforme monétaire en T'chécoslovaquie. L. J. DvoraK. 

Fesrusry, 1930. La réglementation du vote plural dans les sociétés par 
actions. A. Portier. La solidarité des banques dans la distri- 
bution du crédit. L. Atrpert. Les résultats de la guerre mondiale. 
R. J. Prerre. Terminologie économique. R. S&DILLOT. 

Marcu, 1930. Le travail de la femme et la natalité. L. G. Numixe. 
Les Cartels en Pologne. C. DE K. 


Metron. 


FesruaRY, 1930. La demande dans ses rapports avec la répartition des 
revenus. R. Roy. An important analytical reconsideration of 
some aspects of the demand curve. 


Revue de l'Institut de Sociologie. 


OcTOBER-DECEMBER, 1929. L’investigation scientifique eb ses carac- 
téres propres dans les domaines sociaux. G. HostretztT. La 
sociologie et les sciences sociales. W.M. KozLowskt. 


~ 


Schmollers Jahrbuch. 


DrcEMBER, 1929. Zur neuesten Entwicklungslehre vom Einkommen 
und Ertrag. K. Dinut. Bemerkungen zur Friihgeschichte der 
allgemeinen Steuerlehre. F. Karu Mann. Except for some few 
monographs, such as those of Seligman and Ricca-Salernos, there 
is no work extant dealing with the general history of taxation. 
Prof. Mann, therefore, seeks to deal with certain general prelimin- 
aries, which, however, only relate to the seventeenth and eighteenth 
centuries. These, moreover, are only concerned with the growth 
of taxation postulates. It is shown that the concept of general 
taxation first appeared in the middle of the seventeenth century, 
but general taxation policy was not resorted to until fifty years 
afterwards. There is a good classification of taxation theory in 
the twenty years prior to Adam Smith. Soziographie. R. 
HEBERLE. 

Zeitschrift fiir Nationalokonomie. 

1 Band, 4 Heft. January, 1930. The “ deposit” myth in the Theory 
of Banking. A critical discussion of the views of Withers, 
Lawrence and others on one side, and of Cannan and Leaf on the 
other. The Level of Marginal Utilities and Liefmann’s “‘ Law of 
the Equalisation of the Consumers’ Marginal Returns.” W. 
KrompHarpt. An examination of Liefmann’s views in relation 
to those of the Austrians. Transfer and Price Movements. G. 
HaBERLER. Starting from a recent discussion in the Economic 
JOURNAL, the conclusion is reached that it is wrong to assert that 
the barter terms of trade must move against a remitting country. 
This discussion is continued on another ground by F. Macuuovp. 
The Wheat-trading Monopoly in Switzerland, 1914-28. J. Lanp- 
MANN. Psychological Economies in France. M. RocHE-AGussot. 
The Theory of Population and the Austrian Population Census of 
1930. W. Wrxxuer. (All these articles are in German.) 
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Zeitschrift fiir die gesamte Staatswissenschaft. 


88 Band, 2 Heft. Marcu, 1930. Geldwirtschaft, Kapitalismus, und 
Landwirtschaft. H. Set. A general historical survey of the 
influence of Capitalism on agriculture. Erkenntnistheoretische 
Kritik der Grundlehren Liefmanns. K.Eneauts. A defence of the 
teleological conception of Englis against the psychological con. 
ception of Liefmann. Steuerbiologie und Statistik. F. 
An analysis of the recent tax statistics of Zurich. Pellegrino 
Rossi. G. BourGIn. 


Jahrbiicher fiir Nationalokonomie und Statistik. 


Fesruary, 1930. Zur Theorie der Wirtschaftswissenschaften. FE. 
CaRELL. Eine synthetische spolitische Ockonomie. O. 
BERGER. Der wirtschaftliche Zusammenschluss in Mitteleuropa. 
E. Hantos. 

Marcu, 1930. Methodik und Erkenntnisobjeckt einer Theorie der 
Volkswirtschaftlichen Dynamik. E. H. VocEt. 


Weltwirtschaftliches Archiv. 


Aprit, 1930. Konstanz und Variabilitat ékonomischer Gréssenbezie- 
bungen. E. Scuams. Statistik und Teuerung. P. HERMBERG. 
Die internationalen Goldbewegungen. A. Borr. Entwicklungs- 
linien der landwirtschaftlichen Weltproduktion. G. A. StuDENSKY. 
The Quantitative Study of Recent Economic Changes in the United 
States. A. R. Burns. Economic Research Work. A. G. H. 
Dent. Der polnische Hafen Gdingen als Weltbewerbfaktor in der 
Ostseeschiffahrt. Stemert. Landwirtschaftliche Wander- 
arbeiter in den V. S. von Amerika. R. HEBERLE. . 


Vierteljahrshefie fur Konjunkturforschung. 
Sonderheft 17. Die Dynamik des Baumarkts. K. Hunscwa. 


Europa- Wirtschaft. 

No.1. This is the first issue of a new periodical. Zollfried. W. 
Der Haag- und dann? E. 
Europa an der Schwelle zweier Geschichtsphasen. W.WoytTINsKY. 
Konjunktur- und Zollpolitik und Massenwohlstand. M. Exsas. 
Der Vélkerbund und das Kohlenproblem. R. H. Haupt. 


Giornale degli Economist. 
DecEMBER, 1929. Le teorie economiche di Rodolfo Benini. G. DEL 
Veccuio. Profili teorici delle prognosi economiche. G. Pinrra. 
A plea for the further study of the technique of the construction of 
economic barometers, the potential value of which is emphasised. 
Per un dizionario di semiologia economica: i matrimoni. Dr. 
TAGLIACARNE, referring to a suggestion put forward by Professor 
Benini in 1891, advocates the preparation of a “dictionary of 
economic semiology ”—.e. statistical tables and charts, illus- 
trating the historical movements of economic phenomena with a 
view to ascertaining inductively the existence of casual relation- 
ships. As a contribution thereto he provides a series of charts 
showing the numbers of marriages, output of agricultural produce, 
and foreign commerce for Italy from 1870 to 1928. Alcuni effetti 
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economict dei prestiti estert in Germania. C. BRESCIANI-TURRONI. 
A long and important article, containing a great deal of statistical 


7 = information, with reference to the economic effects of foreign loans 
tis a on Germany. The economic history of Germany from 1924-29 
if th affords ample scope for a study of the influence of foreign borrowing, 
pes s not only because of the relative magnitude of such loans, but also 
ae because of the great fluctuations in their volume. The author 
it estimates that, out of the net total of £800 million borrowed 
sities abroad by Germany (allowing for German exports of capital), 


£449 million were imported in the form of goods and services; 
£135 million were transferred abroad in payment of reparations ; 
£77 million served to pay interest ; and £120 million were converted 


 —£. into gold or foreign Devisen. JI principali scritti di Rodolfo 
EIN. Benin. R. Bacut. 
ropa. JANUARY, 1930. La curva statica di offerto. PRorgessoR AMOROSO 
contributes to the mathematical theory of supply curves under 

der static assumptions. He discusses the shape of the cost curve; 


the relation between price and marginal costs under modern 
conditions of large-scale enterprise; the problem of multiple 
monopoly; and the supply curve on the assumption of com- 


ezie- petition. “‘ For each single firm the percentage deviation between 
ERG. price and the marginal cost is directly proportional to the quotient 
ngs- between the quantity produced by the firm and the total pro- 
SKY. duction; and inversely proportional to the elasticity of demand.” 
rited He defends, against the criticisms of Bertrand, Edgeworth and 

H. Pareto, the doctrine of Cournot, that there must be a position of 
_ der stable equilibrium under conditions of bilateral monopoly. 
der. Della identita dei concetti astratti di monopolio e di concorrenza di 


venditori agli effetti della determinazione del prezzo e della quantita 
offerta. A. Crosara. Appunti sulla rendita del consumatore. A. 
Graziani. Un progetto di riduzione delle spese militari in Sardegna 
nel 1812. A. Bernarpino. La legge del Mitscherlich e la sua 
applicazione nell’ economia della fertilizzazione del suolo. G. 
MEDICI. 

La Riforma Sociale. 


bs JANUARY-FEBRUARY, 1930. Di un particolare aspetto delle imposte sul 
anny consumo. Dr. M. Fastant discusses the conditions under which 
148. a tax, yielding a given amount of revenue, levied on a single 
, individual, will produce equal or greater or less sacrifice if imposed 
on his income, or, alternatively, on his expenditure. La gestione 
delle ferrovie dello stato nel sessennio, 1923-24—1928-29. F. A. 
Riépact. A detailed analysis, with much statistical material, of 
JEL the operation of the Italian railways between 1923 and 1929. JI 
RA. controllo della moneta per mantener fermi i cambi od i prezzi. V. 
1 of PoRRI. 
De Economist (Haarlem). 
NovemBer, 1929. De veranderlijkheid van prijzen. Ir. L. Ham- 
of BURGER. A summary of the main points in two articles published 
us- elsewhere by the author, with references to two prospective 
La publications. The main idea is that the apparently unregulated 
on- picture of market prices behaves like a powerful interconnected 


rts elastic system, like a living organism characterised by its capacity 
to repair the consequences of serious catastrophes. There is need 
ott of a dynamic point of view which consciously endeavours to view 
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things not merely in their existence but in their operation. In the 
discussion it is emphasised that, so far as concerns the marginal 
producer, experience shows that at any moment a considerable 
number of enterprises are run at a loss. In a summary of the 
second article the relation of prices in different countries is dis. 
cussed. The links which connect the price levels in two countries, 
or keep them within certain limits, appear to be in high degree 
calculable. In place of the conception of a law of purchasing 
power parity (going back to Ricardo) there emerges a law of 
purchasing power disparity, of which the former law appears to be 
merely a special case. The position is that there is a constant 
striving towards a position of purchasing power parity, but there 
are perpetually influences which urge away from this balance. 
There are thus two limits, purchasing power parity and the marginal 
disparity of purchasing power. The author’s theories (which 
probably require a fuller statement for their complete compre- 
hension) are illustrated and objections considered. Overschrijding 
van de grenzen van het arbeidsrecht. A. N.Movenaar. The law 
relating to workmen is concerned with the legal relations of those 
who must provide for themselves and their families by rendering 
services in return for wages. It is concerned with the relations in 
industrial life of people who are not independent. This dependence 
coincides in many cases with a certain weakness economically. 
The object of the law is therefore to give a certain protection and 
support, and it need not go further than is called for by the actual 
existence of a weak industrial position on the side of the workers. 
It is suggested that there is a tendency to go beyond this, and to 
lay down conditions which are not justifiable on the basis which 
protective legislation postulates. Among the examples cited are 
the provisions with regard to night-work in bakeries where the 
employer and his wife alone are concerned, and the question of 
closing hours for shops where no employees are affected. Pro- 
tective legislation should not extend to the independent worker. 
JANUARY, 1930. Hen niewwe weg voor conjunctuur-onderzoek, een 
nieuwe richtlijn voor conjunctuur-politiek. In. L. HAMBURGER. A 
mathematical discussion of the trade cycle, applying ideas derived 
from physical science. “The business cycle is commonly con- 
sidered to be in principle an harmonic wave motion about a moving 
equilibrium. This is not so. The chronic recurrence of economic 
recessions should be interpreted as essentially a composite 
relaxation phenomenon.” (A condensed summary of the article 
is given in English.) De October-crisis. H. A. VAN NrzRop. A 
review of the circumstances leading up to the American financial 
crisis of last year. The author’s view is that the latest crisis has 
taught us nothing. De vaststelling der pacht van overheidswege. 
J. Sump. A discussion of legislation pending on the subject of 
tenants’ rights. The four points under discussion among those who 
advocate a new law are :—(i) compensation for tenants’ improve- 
ments ; (ii) right to a reduction of rent in the event of failure of har- 
vests ; (iii) right to renew lease on expiry; and (iv) authoritative 
determination of rent. The article is devoted to the fourth point, 
and the writer deals with the difficulties which arise from the 
practical, the social, the economic and the political point of view. 
Frsrvuary, 1930. De ontwikkeling der gemeentefinancien in de naaste 
toekomst. A. VAN Doorninck. A discussion of the disquieting 
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increase of local indebtedness compared with the increase of the 
national income. An analysis of the most recent figures available 
shows an increase in local indebtedness of 25 per cent. during three 
years, while the corresponding increase in the national income is 
4-5 per cent. This increase, moreover, is greatest in the largest 
authorities. There is consequently a constantly increasing burden 
on the national revenue. The causes of this expansion are :— 
(i) the impulse to expansion as a legacy of the war; (ii) an er- 
roneous view regarding the productivity of municipal and local 
enterprise, and (iii) certain defects in Dutch administration. The 
article is devoted chiefly to the second and third points, and 
reference is made to views expressed at a recent conference at 
Breda with regard to the financing of public baths, playing- 
grounds, etc. The question of borrowing in such cases is dis- 
cussed, and also (under iii) the problem of control. De suiker- 
industrie en de inlandsche landbouw op Java. J. C. KiELSTRA. 
A discussion of the influence of the sugar industry in Java. Het 
bouwbedrijf, de interest en de effectenbeurs. W. L. Fatx. The 
index yielded by the building industry is not so popular as formerly. 
How far is prosperity in the building industry connected with 
other factors of prosperity ? Consideration is given to the demand 
for building in industry, for dwelling-houses- and for municipal 
purposes. American calculations are referred to, based on size 
of population and growth of population; there are, however, 
other factors (as, e.g., legislation with regard to immigration). 
There is also the price factor; in particular, (i) the cost of 
building ; (ii) the fact that a high cost compels greater borrowing, 
and (iii) the price of money. There is a strong connection between 
the building industry, the cost of building, the rate of interest 
and the growth of industry and speculation. American data are 
discussed in detail. The conclusion is that the index of the building 
industry does not permit a more reliable forecast than an index 
based on other industries; but it is among the most interesting 
indices. Fluctuations in the building industry are influenced by 
peculiar considerations. 

Marcu, 1930. Hen indexcijfer op grondslag der subjectieve waarde- 
theorie. R. VAN GENECHTEN. A theoretical discussion of what is 
involved in “ stability ”’ of money, referring largely to the con- 
troversy between Ross and Merriam in the Annals of the American 
Academy of 1894, on the question of a standard of deferred pay- 
ments. The value of money is determined by the marginal 
exchange of a unit of money; if the value of money is to be fixed, 
this signifies that the marginal exchange of the gulden is to remain 
the same. Suggestions for improvement in theory of the custo- 
mary index-numbers. Hen paar losse opmerkingen over den 
tuinbouw in Nederland. J. J. VAN RIEMSDIJEK. Observations 
on the position of horticulture in Holland. 


Scientia. 
DeEcEMBER, 1929. Le ripercussioni psicologiche della organizzazione 
scientifica del lavoro. A. LorRIa. 


Skandinaviska Kreditaktiebolages. 
Aprit, 1930. The Gold Standard in 1929. G. CassEL. 
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Kyoto University Economic Review. 


DEcEMBER, 1929. The Physician, and taxing his Business. M. 
KamBe. A Power Theory of Wages. Y. Takata. The New 
Economic Policy in the Closing Days of the Tokugawa Shogunate. 
E. Hongo. On the Revision of the Land Tax. S. SHIoMI. 


NEW BOOKS 


British. 


Barnes (D. G.). A History of the English Corn Laws from 1660- 
1846. Routledge. 9}”. Pp. 336. 15s. 

Brunner (C. T.). The Problem of Oil. Ernest Benn. 83”. Pp. 
231. 15s. 

ConDLIFFE (J. B.). New Zealand in the Making: a survey of 
economic and social development. Allen and Unwin. 8}”. Pp. 
524. 15s. 

CoyasEE (Sir J.C.). The Ratio Controversy in India : aretrospect. 
Calcutta: The Book Co. 7”. Pp. 100. 

Crew (A.). Company Law. Third (revised) edition. Butter- 
worth. 8}”. Pp. xxvi-+ 374+ 39. 7s. 64. 

DraceE (G.). Public Assistance. John Murray. 8}”. Pp. 396. 
15s. 

Eugenics Society. Family Council Law in Europe. Eugenics 
Society. 92”. pp. 91. 3s. 6d. 

GanvuHl (M. P.). The Indian Cotton Textile Industry; its Past, 
Present and Future. Calcutta: The Book Co. 93”. Pp. 127. 6s. 
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